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The  White  House, 

i  fVashington,  D.  C.,  July  19, 1952. 

The  Honorable  the  President  of  the  Senate, 

The  Honorable  the  Speaker  of  the  House  of  Representatives. 

Sirs:  I  am  presenting  herewith  a  Midyear  Economic  Report  to  the 
Congress.  This  is  supplementary  to  the  Economic  Report  of  the  President 
of  January  16,  1952,  and  is  transmitted  in  accordance  with  section  3  (b) 
of  the  Employment  Act  of  1946. 

In  preparing  this  report,  I  have  had  the  advice  and  assistance  of  the 
Council  of  Economic  Advisers,  members  of  the  Cabinet,  and  heads  of 
independent  ‘agencies. 

Together  with  this  report,  I  am  transmitting  a  report,  the  Midyear  1952 
Economic  Review,  prepared  for  me  by  the  Council  of  Economic  Advisera 
in  accordance  with  section  4  (c)  (2)  of  the  Employment  Act  of  1946. 

Respectfully, 
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To  the  Congress  of  the  United  States: 

This  Midyear  Economic  Report  appears  at  a  time  when  the  82nd  Ck)n- 
grcss  has  adjourned,  and  when  the  Congress  may  not  again  be  in  session 
until  January  1953.  For  this  reason,  the  Report  does  not  contain  specific 
legislative  recommendations.  It  is  limited  to  a  broad  view  of  the  Nation’s 
economy,  its  current  condition  of  strength,  and  its  prospects  and  problems 
for  the  future. 

It  is  highly  desirable  that  these  matters  now  be  placed  before  the  American 
people  and  their  representatives.  During  the  coming  months,  issues  of 
economic  policy  will  be  widely  discussed  throughout  the  land. 

Nobody  can  expect,  and  it  would  not  be  desirable,  that  everybody  view 
these  problems  in  the  same  light  or  propose  identical  solutions.  The  strength 
of  our  free  institutions  rests  upon  free  debate  and  free  decisions  by  the 
people. 

But  in  these  trying  times,  while  some  issues  will  continue  to  divide  us, 
we  must  seek  out  and  stress  those  things  which  hold  us  together. 

We  face  a  common  danger  in  the  world — the  communist  menace.  We 
share  common  aspirations  for  our  domestic  economy — stability,  justice, 
and  advancing  prosperity. 

There  are  certain  facts  that  we  should  all  know  and  accept.  These 
facts  converge  upon  one  inescapable  conclusion:  America  has  the  economic 
strength,  while  fulfilling  its  domestic  responsibilities,  to  build  with  other  free 
nations  the  conditions  for  a  more  enduring  peace.  America  cannot  afford 
to  relax  in  this  effort,  in  the  false  fear  that  we  do  not  have  the  strength  to 
carry  through. 

This  country,  from  the  time  of  its  formation,  has  passed  successfully 
through  many  trying  times.  This  success  has  not  come  through  doubting 
our  own  ability.  It  has  not  been  achieved  by  trying  to  get  by  with  lower 
exertions  and  costs  than  were  necessary  to  do  the  job. 

Yet  every  day  one  hears  some  expression  of  opinion  that  our  security 
efforts  arc  weakening  us  at  home,  and  that  we  must  reduce  them  in  order 
to  save  ourselves.  Many  who  hold  this  view  arc  entirely  sincere.  The 
trouble  is  that  they  have  not  examined  all  the  facts.  I  am  confident  that, 
when  they  do  so,  they  will  join  in  the  realization  that  danger  lies  in  believ¬ 
ing  wrongly  that  we  are  weak.  Our  strength  conunences  with  knowing  that 
we  are  strong — and  becoming  stronger. 

The  facts  reveal  beyond  question  that  the  security  programs  now  being 
undertaken  arc  not  even  threatening — mpeh  less  depleting  or  impairing — 
the  strength  of  our  domestic  economy.  Despite  the  burden  of  these  pro- 
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grams — and  they  are  a  real  burden — our  business  system  has  been  doing 
l)etter  and  our  jjeoplc  have  been  living  better  than  ever  before. 

Our  just  pride  in  these  facts  should  be  tempered  by  the  sobering  realiza¬ 
tion  that  the  burden  of  resistance  to  aggression  is  pressing  very  heavily 
against  the  living  standards  and  productive  opportunities  of  other  free  peo¬ 
ples.  They  are  just  as  desirous  of  achieving  freedom  and  security  as  we 
are.  But  the  resources  they  can  devote  to  building  economic  and  military 
strength  are  much  more  limited  than  ours,  because  they  have  far  less  of 
a  margin  above  the  absolute  necessities  of  life.  Under  these  circumstances, 
the  help  we  give  them  can  return  many  times  its  cost  in  greater  security  for 
them  and  for  us.  The  record  of  the  recent  years  shows  that  this  is  true — and 
the  contrast  between  our  own  economic  situation  and  that  of  other  free 
peoples  shows  how  fallacious  is  any  claim  that  we  are  doing  more  than  our 
part. 

The  people  of  the  United  States  have  proved  that  they  could  stand  up 
under  adversity  whenever  the  need  arose.  But  we  also  draw  inspiration 
from  achievement.  It  speeds  us  forward  to  even  greater  achievement.  The 
facts  about  the  strength  and  progress  of  the  American  economy  since  the 
Korean  outbreak  should  be  made  clear  to  all.  These  facts  can  provide  the 
clearest  guide  to  the  actions  we  should  take. 

The  presentation  of  these  facts  can  also  strengthen  our  position  in  the  free 
world.  Communist  propaganda  is  founded  upon  the  false  idea  that  the 
American  economy  cannot  maintain  its  strength.  Even  some  of  our  friends 
abroad  are  concerned  about  the  future  of  the  American  economy — which 
they  regard  as  the  bulwark  of  the  hojies  of  free  men  everywhere.  The 
truth  about  our  economic  situation  should  also  be  brought  home  to  them. 


The  Facts  of  Our  Economic  Strength 

In  previous  Reports,  I  have  reviewed  the  economic  progress  of  the 
United  States  since  the  period  before  World  War  II.  Comparing  1939 
with  the  annual  rate  for  the  first  half  of  1952,  our  total  output  has  increased 
by  almost  90  percent.  Industrial  output  has  approximately  doubled.  The 
output  of  our  farms,  despite  a  declining  number  of  farmers,  has  increased 
about  one-third.  Business  investment  in  construction  and  equipment, 
measured  in  1951  prices,  has  risen  from  an  annual  rate  of  14  billion  dollars 
to  an  annual  rate  of  almost  38  billion.  Civilian  employment  has  risen  from 
less  than  46  million  to  an  average  of  about  61  million  for  the  half  year  just 
ended.  The  per  capita  income  of  the  people,  even  after  adjustment  for 
price  change  and  computed  after  taxes,  has  risen  about  40  jDercent.  (See 
chart  1.) 

In  this  Report,  it  is  even  more  pertinent  to  consider  the  changes  in  eco¬ 
nomic  conditions  which  have  taken  place  since  two  years  ago,  when  the 
aggression  in  Korea  forced  us  to  a  great  expansion  of  our  security  programs. 
The  facts  since  then  do  not  reveal  any  impairment  of  our  general  economic 
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strength.  On  the  contrary,  they  show  that  the  most  important  elements  in 
that  strength  have  continued  to  grow.  (See  chart  2.) 

During  the  last  two  years,  our  total  output,  measured  in  1951  prices,  has 
risen  from  an  annual  rate  of  about  300  billion  dollars  in  the  second  quarter  of 
1950  to  almost  340  billion  in  the  second  quarter  of  1952.  This  increase  in  ' 
total  output  has  been  greater  than  the  expansion  of  all  our  security  programs, 
which  during  the  same  period  of  time  have  risen  from  an  annual  rate  of 
about  19  billion  dollars  to  an  annual  rate  of  50  billion.  The  net  conse- 
quence  of  this  is  plain.  It  means  that  today,  despite  the  expanded  security 
programs,  we  arc  producing  more  for  other  purposes  than  we  were  two 
years  ago. 

Within  the  same  period  of  time,  opp)ortunities  for  business  investment  have 
continued  to  grow.  Private  business  investment  in  construction  and  equip¬ 
ment,  also  measured  in  1951  prices,  has  risen  from  an  annual  rate  of  35 
billion  dollars  to  an  annual  rate  of  about  38  billion.  This  very  high  level 
of  business  investment  includes  a  greatly  increased  concentration  in  those 
areas  which  add  to  the  strength  of  the  whole  economy  both  in  peace  and 
in  war,  such  as  steel,  electric  power,  oil  refining,  and  transportation. 

The  general  conditions  of  civilian  life  have  also  continued  to  improve. 
The  annual  rate  of  personal  incomes,  after  ta.\es,  measured  in  1951  prices,  1 
has  risen  10.5  billion  dollars  since  the  second  quarter  of  1950.  The  annual  ^ 
purchase  of  goods  and  services  by  consumers — again  in  1951  prices — has  | 
risen  by  5  billion  dollars.  Yet,  because  incomes  after  taxes  have  risen  ! 
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more  than  expenditures,  the  annual  rate  of  saving  has  increased  from  less 
i  tlian  5  percent  to  about  7  percent  of  income  after  taxes. 

j  There  is  now  a  good  supply  of  all  important  types  of  civilian  goods. 

People  are  enjoying  not  only  more  of  the  necessities,  but  also  more  of  the 
'  comforts  of  life.  From  early  1951  to  early  1952,  American  homes  were 
equipped  with  an  additional  2  million  washing  machines,  almost  2  million 
additional  refrigerators,  about  3/2  million  additional  radio  receivers,  and 
j  more  than  4  million  additional  television  receivers.  More  than  a  million 
new  homes  will  be  built  this  year. 

In  fact,  there  are  some  who  now  maintain  that  the  defense  program 
should  be  larger  and  faster.  Tlie  size  and  pace  of  the  defense  program  has 
been  adjusted  to  the  best  available  estimates  of  our  security  needs.  If  these 
needs  should  appear  to  be  greater,  there  is  ample  strength  in  our  economy 
to  support  larger  and  faster  programs.  But  the  controlling  fact  that  we 
should  all  bear  in  mind  now  is  this:  there  is  no  justification  for  wavering 
even  a  moment  from  the  pursuit  of  our  programs  for  world  jieace,  on  the 
ground  that  they  are  hurting  us  at  home.  Never  did  the  facts  point  more 
clearly  to  the  opposite  conclusion. 

There  are  some  who  challenge  the  significance  of  these  facts.  They  point 
j  out  that  there  has  been  a  long-run  decline  in  the  value  of  the  dollar;  that 

j  the  level  of  taxation  is  very  high;  and  that  the  Government  is  running  a 

I  deficit.  These  are  important  problems,  and  I  shall  refer  to  them  again  later 
on  in  this  Report. 

But  it  is  a  complete  distortion  to  center  attention  so  exclusively  upon  these 
»  problems  as  to  create  the  impression  that  general  economic  conditions  are 
j  deteriorating  or  that  our  economic  strength  is  being  undermined. 

;  True,  the  long-term  trend  of  prices  has  been  upward  since  before  the  start 
of  World  War  II,  which  means  that  the  purchasing  power  of  the  dollar  has 
declined.  Nonetheless,  the  growth  in  business  investment  and  in  the  peo¬ 
ple’s  consumption  of  gtxxls  and  services — which  I  have  cited  above — has 
been  growth  in  real  terms,  after  adjusting  for  price  change.  Because  the 
economy  has  vastly  expanded  the  prcxluction  of  goods  and  services,  the 
standard  of  living  has  risen,  and  the  number  of  dollars  in  the  hands  of  the 
people  has  increased  much  more  rapidly  than  the  decline  in  the  purchasing 
power  of  a  single  dollar.  Over  the  years,  the  Nation  has  achieved  a  more 
equitable  distribution  of  goods  and  services  and  dollars  among  individuals 
j  and  among  major  economic  groups,  although  the  long-term  rise  in  prices 
has  hurt  some.  Furthermore,  since  early  1951,  the  anti-inflation  program 
and  other  conditions  have  brought  about  a  leveling  off  of  prices. 

For  these  reasons,  it  is  wrong  to  assert  that  the  economy  in  the  long  run  has 
moved  down-hill,  simply  because  prices  have  moved  up-hill.  If  there  were  a 
depression,  prices  would  fall  amd  the  value  of  the  dollar  would  rise.  But 
most  of  the  people,  in  that  event,  would  have  so  few  dollars  compared  with 
what  they  now  have  that  they  would  be  much  worse  off,  although  each  dollar 
could  buy  more.  Let  us  always  remember,  that  the  time  when  a  single 


dollar  could  buy  the  most,  during  the  whole  period  from  World  War  I  until 
now,  was  in  1932 — at  the  very  bottom  of  the  great  depression.  j 

It  is  also  true  that  taxes  have  been  high  in  recent  years.  But  the  incomes  j 

of  the  people  have  increased  enough  to  pay  these  high  taxes  and  to  support  | 

a  higher  level  of  consumption  and  a  higher  level  of  saving  at  one  and  the 
same  time.  Likewise,  the  profits  of  business  have  been  high  enough,  after 
taxes,  to  induce  a  high  and  expanding  level  of  investment. 

Viewing  the  w'hole  period  from  tlie  start  of  the  fiscal  year  1947 — the  first 
year  after  demobilization — until  the  close  of  the  fiscal  year  which  ended  June 
30,  1952,  the  Federal  Government  has  operated  at  a  net  budget  surplus  of 
3.8  billion  dollars.  The  cash  surplus  was  several  times  as  large.  This  sur-  | 
plus  was  achieved  despite  the  extraordinary  problems  the  country  has  faced.  j 
The  budget  deficit  of  4.0  billion  dollars  for  the  fiscal  year  1952  just  ended 
brought  the  national  debt  to  259.2  billion  dollars.  This  amount  is  no 
higher  than  on  December  3 1 , 1946,  and  is  entirely  manageable  in  an  economy  ' 
as  vast  and  productive  as  ours.  The  current  and  prospective  deficit  should 
not  prevent  the  maintenance  of  economic  stability — if  the  current  caution 
of  businessmen  and  consumers  is  combined  with  adequate  controls. 

Taxes,  prices,  and  the  Government  deficit  are  important  problems.  Wc 
must  keep  on  working  towards  satisfactory  solutions  of  these  problems. 

But  these  problems  should  not  obscure  the  fact — the  far  more  important 
fact — that  employment,  investment,  and  production  of  goods  and  scrv'ices 
for  both  civilian  purposes  and  for  national  defense,  have  been  moving  up-  | 
ward  toward  new  heights.  The  truth  is  that  the  economy  is  strong — and  j 

is  growing  stronger. 

These  are  the  controlling  facts,  as  the  American  people  consider  whether  I 
they  shall  step  backward  or  move  forward  in  their  practical  efforts  to  i 
achieve  a  free  and  peaceful  world. 

Building  for  the  Future 

The  current  strength  of  the  economy  is  our  starting  point  today.  We  must 
move  forward  to  advance  that  strength  year  by  year.  This  kind  of  progress  , 
has  always  been  desirable.  The  present  world  situation  makes  it  imperative. 

Within'this  decade — by  1960 — we  can  make  great  further  gains  in  our 
economic  strength. 

We  have  the  best  trained  and  most  highly  skilled  labor  force  in  the  world, 
the  finest  industrial  and  agricultural  plant,  and  the  most  enterprising  busi¬ 
ness  management.  These  assets  are  all  reinforced  by  the  strength  of  our 
free  institutions.  Producers  are  provided  with  adequate  incentives  and 
rewards  by  our  economic  system. 

Within  this  decade — by  1960 — we  can  add  at  least  4  million  to  the 
62  million  employed  in  civilian  pursuits  in  June  1952.  This  can  be  done, 
even  if  world  conditions  should  require  us  to  maintain  our  armed  forces  at 
near  their  present  size.  (Sec  chart  3.) 
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With  our  science,  inventiveness  and  technology,  if  we  keep  their  advan¬ 
tages  open  to  all,  and  with  a  fast-growing  population,  we  can  during  this 
decade  register  even  larger  annual  gains  in  production  than  those  of  pre- 
Korean  years. 

The  worker  of  today,  with  better  training,  better  tools,  and  higher  morale, 
is  producing  more  per  hour  than  ever  before,  and  his  productivity  is  increas¬ 
ing  each  year. 

The  farmer,  with  more  mechanization  and  better  fertilizers,  is  growing 
more  per  acre,  and  within  this  decade  can  greatly  expand  production  for 
industrial  use  and  for  food,  both  for  the  domestic  market  and  for  export. 

Within  this  decade — by  1960 — we  can  lift  our  total  annual  output  from 
the  current  level  of  about  340  billion  dollars  to  nearly  100  billion  dollars 
higher — in  real  terms. 

We  can  do  this,  not  by  any  ventures  that  would  be  strange  to  our  economic 
or  political  institutions,  but  by  conserving  what  is  best  in  responsible  free 
enterprise  and  responsible  free  government. 

Our  free  enterprise  system  has  undergone  a  transformation  in  outlook 
within  a  generation.  We  have  come  to  recognize  that  depressions  are 
avoidable ;  that  a  steadily  expanding  economy  is  attainable ;  that  investment 
opportunity  and  consumer  markets  can  grow  simultaneously  through  the 
intelligent  balance  of  production  and  distribution.  Both  employers  and 
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employees  have  come  to  realize  that  production  policies,  price  f)olicics,  and 
wage  policies  can  be  adopted  which  will  combine  economic  stability  with  i 
economic  growth.  ’ 

Not  yet  perfectly,  but  quite  workably,  our  free  enterprise  system  has  . 
been  applying  such  policies  in  recent  years.  The  proof  of  this  lies  in  the  1 
progress  of  the  economy.  A  still  better  job,  with  less  friction,  is  attainable  | 
in  the  future.  ) 

While  our  major  reliance  should  continue  to  be  upon  our  enterprise 
system,  the  process  of  growth  also  requires  vigorous  public  policies.  The  * 
central  purpose  of  such  p>olicies,  in  the  economic  field,  is  to  help  make  the 
economy  more  productive  and  more  dynamic,  and  to  assure  that  none  who 
are  deserving  are  excluded  from  opportunity  to  play  their  full  part  and  to 
earn  a  just  reward. 

We  have  found  from  experience  that  programs  serving  this  purpose  are 
needed  in  these  main  categories:  | 

To  make  agriculture  more  productive,  by  conserving  and  improving  the  1 
soil,  by  making  credit  readily  available,  by  improving  work  opportunities 
for  farm  labor,  and  by  protecting  the  farmer  from  the  price  and  income 
hazards  peculiar  to  his  work. 

To  make  small  business  more  productive,  by  keeping  open  its  access  to 
credit  on  reasonable  terms,  and  by  an  antitrust  policy  which  protects  ef¬ 
ficient  small  businesses  from  any  disadvantages  which  might  result  just 
because  they  are  small. 

To  make  all  business  more  productive,  by  stimulating  the  expanding 
markets  which  are  essential  to  business  growth  and  profits. 

To  make  the  worker  more  productive,  by  protecting  him  from  fear  of 
imemployment  and  of  unmerited  want  in  old  age,  and  by  assuring  free  col¬ 
lective  bargaining. 

To  make  the  underpaid  more  productive,  by  setting  a  floor  below  which  ! 
wages  shall  not  fall,  until  industrial  development  and  self-development  j 
can  further  lift  their  productiveness  and  their  standards  of  living.  I 

To  m^e  the  citizen  more  productive,  through  improving  education, 
housing,  and  health  services. 

To  make  our  natural  resources  more  productive,  by  protecting  them 
from  exploitation  or  deterioration  through  such  means  as  flood  control  and 
forest  management,  and  by  developing  them  for  such  purposes  as  navigation 
and  power. 

To  make  the  whole  economy  more  productive  in  the  long  run,  by  using 
monetary  and  fiscal  measures,  along  with  other  policies,  to  stabilize  and 
expand  the  economy,  and  to  protect  it  against  depression. 

None  of  these  programs  can  be  neglected  in  the  course  of  national  de¬ 
fense,  because  they  are  all  essential  to  our  total  national  strength.  Some 
of  them,  because  of  their  direct  bearing  upon  national  defense,  have  had 
to  be  sjjeeded  up.  Others,  because  of  the  cost  of  national  defense,  have  had 
to  be  carried  forward  at  a  slower  rate  than  would  otherwise  have  been 
desirable. 
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As  the  productive  expansion  of  the  economy  lightens  the  defense  burden, 
we  must  look  forward  to  increasing  these  programs  to  the  rate  which  our 
general  national  interest  requires. 

Because  we  have  the  economic  capacity  to  raise  our  current  annual 
product  of  about  340  billion  dollars  to  nearly  100  billion  dollars  higher 
within  this  decade — by  1960 — we  can  well  afford  to  devote  a  portion  of 
this  gain  to  advancing  these  essential  programs. 

In  fact,  it  is  only  by  carrying  forward  these  essential  programs  that  we 
can  assure  this  high  rate  of  economic  progress.  For  economic  progress  in 
our  type  of  society  is  closely  linked  with  economic  justice.  Only  through 
enabling  all  to  share  equitably  in  the  products  of  our  farms  and  factories, 
and  in  our  bountiful  natural  resources,  can  we  maintain  the  expanding 
demand  to  match  our  expanding  productive  power. 

If  the  satisfaction  of  human  wants  does  not  keep  pace  with  our  pro¬ 
ductive  power,  depression  results. 

The  years  since  World  War  II  have  demonstrated  that  our  economic 
system,  reinforced  by  public  policy,  has  been  able  to  avoid  depression  by 
keeping  production  and  consumption  reasonably  in  balance.  Some  malad¬ 
justments  have  occurred,  but  they  have  been  remedied  in  time  to  prevent 
calamity. 

Under  these  circumstances,  it  is  unworthy  of  this  great  Nation  to  regard 
another  depression  as  unavoidable.  Through  neglect,  we  could  have  one. 
But  we  know  what  it  would  cost.  We  arc  determined  to  take  all  necessary 
stc|)s  to  avoid  that  cost. 

I'he  expansion  of  the  economy  which  we  can  achieve  within  this  decade 
is  of  a  size  sufficient,  while  supporting  any  foreseeable  security  programs 
short  of  total  war,  to  enable  us  at  the  same  time  to  lift  progressively  the 
standard  of  living,  to  come  near  to  wiping  out  poverty  within  our  own 
boundaries,  and  to  make  our  proper  contribution  toward  a  more  prosperous 
and  more  peaceful  world. 

It  is  neither  idle  nor  irrelevant  to  think  and  work  toward  this  future. 
It  is  these  hopes  for  the  future  which  provide  goals  and  the  courage  to 
work  toward  them,  at  a  time  when  so  many  hard  and  immediate  problems 
confront  us.  Those  who  say  that  our  current  efforts  arc  so  large  and  so 
costly  as  to  rob  us  of  these  hopes  for  the  future,  are  not  protecting  the 
future.  On  the  contrary,  they  are  endangering  the  future  by  misjudging 
the  needs  of  today. 

Outstanding  Immediate  Problems 

To  achieve  a  better  future,  we  must  meet  correctly  the  pressing  problems 
of  the  present. 

Carrying  forward  the  defense  program 

We  have  not  yet  achieved  the  necessary  build-up  of  our  defensive  streng^, 
but  notable  progress  has  been  made.  Outlays  for  major  national  security 
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programs,  which  were  running  at  an  annual  rate  of  19  billion  dollars  (in 
terms  of  1951  prices)  in  the  second  quarter  of  1950,  were  running  at  a  rate 
of  50  billion  in  the  second  quarter  of  this  year,  and  will  rise  to  an  annual 
rate  between  60  and  65  billion  next  year.  (See  chart  4.)  j 

These  very  substantial  increases  show  not  only  an  impressive  record  in  ' 
the  quantity,  but  also  an  impressive  improvement  in  the  quality,  of  the 
weapons  and  other  materials  we  are  buying.  We  must  set  our  sights  high, 
because  we  want  our  fighting  men  to  have  the  best  equipment  we  know  how  ' 
to  make.  We  have  been  hastening  the  latest  designs  off  the  drawing  boards 
and  into  production.  This  course  has  magnified  the  early  technical  diffi¬ 
culties  of  the  programs.  But  it  is  now  beginning  to  pay  off  in  volume  deliv¬ 
eries  of  aircraft,  tanks,  and  other  equipment  which  will  more  than  hold 
their  own  against  any  enemy.  The  flow  of  such  key  hard-to-produce  items 
will  increase  during  the  coming  months. 

Already,  in  contrast  to  the  first  year  of  the  present  defense  program,  in 
the  12  months  just  passed  most  of  the  increased  spending  has  been  for  “hard¬ 
ware”  and  military  construction.  Soft  goods  procurement  has  stabilized 
on  the  plateau  required  for  maintaining  the  present  size  of  the  armed  forces. 

As  we  proceed  to  develop  the  security  program,  the  problems  which  must 
be  resolved  will  continue  to  be  complex.  But  the  experience  of  the  last  2 
years  now  enables  us  to  face  them  with  growing  assurance.  We  must 
continue  to  maintain  a  series  of  balances — a  balance  between  volume  pro¬ 
duction  and  further  improvements;  a  balance  among  different  tyjxjs  of 
weap)ons  and  forces,  as  technology'  and  strategic  considerations  change;  a 
balance  between  armed  strength  at  home  and  aid  to  armed  strength  abroad ; 
and  a  balance  between  the  devotion  of  resources  to  defense  purposes  and 
their  devotion  to  civilian  uses.  Moreover,  we  must  continue  to  effectuate 
practical  economies  without  yielding  to  sujierficial  pleas  for  short-sighted 
economy  at  the  price  of  safety. 

Protection  against  inflation 

Although  the  long-term  rise  in  prices  since  before  the  start  of  World  War 
II  has  not  prevented  the  great  economic  progress  which  has  been  made 
since  then,  we  would  now  be  even  better  off  if  the  price  level  had  been 
more  firmly  held.  During  the  war,  considering  the  size  of  the  effort,  the 
record  of  price  stabilization  was  very  good.  The  premature  abandonment 
of  controls  after  the  war  permitted  the  cost  of  living  to  rise  30  percent 
from  the  middle  of  1946  to  the  middle  of  1948 — the  great  bulk  of  the  rise 
since  the  war.  This  illustrates  the  danger  of  weakening  controls  now,  when 
the  expansion  of  the  defense  program  is  still  under  way.  A  further  in¬ 
flation  of  the  price  level  or  diminution  in  the  value  of  the  dollar  can  and 
should  be  avoided. 

Despite  a  rapidly  rising  defense  program,  the  general  price  level  has  been 
held  remarkably  stable  since  early  1951.  This  has  been  due  to  several 
main  causes — increases  in  production  since  the  Korean  outbreak,  a  high 
degree  of  caution  on  the  part  of  businessmen  and  consumers,  and  a  well- 
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rounded  though  not  completely  adequate  anti-inflationary  program.  The 
maintenance  of  price  stability  depends  upon  the  further  expansion  of 
production,  continued  caution  in  buying,  and  the  maintenance  of  an  ade¬ 
quate  anti-inflationary  program  at  least  for  another  year  or  two. 

Unfortunately,  the  anti-inflationary  program  was  weakened  rather  than 
strengthened  by  the  Congress  this  year,  arid  I  believe  that  it  will  be  the 
duty  of  the  Congress  next  year  to  strengthen  it.  In  the  meantime,  the 
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Government  will  exert  every  resource  available  to  control  inflation.  The 
outlook  for  the  next  few  months  is  favorable,  if  neither  business  nor  con¬ 
sumers  resort  to  excessive  buying,  which  would  be  foolish  in  view  of  the 
fundamental  adequacy  of  most  lines  of  supply. 

The  financial  affairs  of  Government 

We  would  all  like  to  live  in  a  world  where  public  expenditures  could  be 
reduced  and  taxes  correspondingly  reduced.  But  the  issue  now  is  not  so 
simple  as  that.  The  issue  is  whether  we  could  reverse  the  upward  course  of 
public  outlays  and  corrcspjondingly  lighten  the  tax  burden,  without  suffering 
disadvantages  which  would  far  outweigh  the  benefits. 

The  plain  facts  are  that  we  cannot  afford  to  reduce  the  size  of  our  efforts 
in  the  pursuit  of  world  peace  either  at  home  or  abroad.  These  efforts, 
along  with  the  costs  of  past  wars  (veterans’  benefits  and  interest  charges), 
comprise  more  than  85  percent  of  the  Federal  Budget  for  the  current  fiscal 
year.  The  nonsecurity  outlays  of  the  Government  have  already  been  cut 
severely.  Because  of  the  long-run  needs  of  an  expanding  economy  and  a 
growing  population,  we  cannot  afford  for  long — although  we  have  had  to 
risk  it  for  a  while — to  hold  outlays  for  such  items  as  resource  development 
and  slum  clearance,  education  and  health,  at  the  current  levels. 

It  was  my  view  at  the  commencement  of  the  defense  emergency  that,  in  a 
period  of  full  prosperity  and  partial  mobilization,  enough  taxes  should  be 
collected  to  balance  the  Budget.  By  January  of  this  year,  it  was  clear  that 
this  principle  had  been  departed  from  by  the  Congress  to  a  degree  which 
made  it  imjxjssible  to  avoid  a  deficit. 

Whether  the  Government  runs  a  surplus  or  a  deficit  is  important,  but  it 
is  not  of  such  decisive  importance  for  the  economy  as  to  outweigh  all  other 
considerations.  There  have  been  times  when  a  Federal  surplus  did  not 
protect  the  economy  against  inflation,  and  other  times  when  a  Federal  deficit 
did  not  produce  inflation.  Over  the  next  year  or  two,  the  inflationary  prob¬ 
lem  would  be  easier  to  deal  with  if  revenues  were  larger  and  the  deficit 
smaller.  But  the  prospective  deficit  is  not  sufficiently  threatening  to  our 
economy  to  justify  reducing  it  by  gambling  with  our  national  safety. 

The  significance  of  the  deficit  should  also  be  judged  over  a  jjcriod  longer 
than  one  year,  and  in  relation  to  the  size  and  productive  growth  of  the 
economy  as  a  whole. 

During  the  current  fiscal  year  1953,  the  Government  is  likely  to  run  a 
budget  deficit  in  the  neighborhood  of  10  billion  dollars,  according  to 
tentative  calculations  by  the  Council  of  Econonuc  Advisers.  This  means 
that  for  the  entire  7-year  period  starting  with  the  fiscal  year  1947,  which 
was  the  first  fiscal  year  succeeding  demobilization  after  World  War  II,  the 
Government  will  have  run  a  total  budget  deficit  of  about  6  billion  dollars. 
If  we  take  into  account  the  net  excess  of  receipts  in  the  trust  and  other 
accounts,  the  fiscal  years  1947  through  1953  will  show  an  estimated  cash 
surplus  of  about  18  billion  dollars.  This  has  been  a  good  performance.  I 
would  have  liked  it  to  have  been  even  better.  But  certainly  these  facts  do 
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not  justify  fear  of  disaster  in  an  economy  which,  during  the  same  span  of 
years,  will  have  lifted  its  total  annual  output  from  about  270  billion  dollars 
to  350  billion  dollars  or  more,  measured  in  1951  prices. 

With  respect  to  the  national  debt,  which  stood  at  258  billion  dollars  at  the 
end  of  the  fiscal  year  1947,  and  was  reduced  to  its  postwar  low  point  of  252 
billion  dollars  in  April  1949,  it  is  estimated  that  the  debt  may  rise  to  almost 
270  billion  dollars  by  the  end  of  the  fiscal  year  1953.  It  would  have  been 
better  to  have  avoided  an  increase  of  this  size  by  more  realistic  tax  legislation. 
But  it  would  be  all  out  of  perspective  to  say  that,  in  order  to  hold  this  in¬ 
crease  of  the  national  debt  to  a  few  billion  dollars  less,  we  should  jeopardize 
the  national  security  by  slashing  our  defense  expenditures. 

To  the  extent  that  the  Congress  does  not  reduce  the  deficit  through  tax 
action,  the  only  available  course  is  to  seek  the  more  gradual  removal  of 
the  deficit  by  (a)  the  leveling-off  of  security  outlays  at  a  maintenance  rate 
after  the  necessary  build-up  has  been  achieved,  (b)  the  increase  in  revenues 
resulting  from  the  further  expansion  of  the  economy,  and  (c)  the  continua¬ 
tion  of  policies  designed  to  eliminate  waste  and  increase  efficiency  without 
sacrificing  essential  objectives  for  national  security  and  for  economic 
progress. 

Labor-management  relations 

The  steel  dispute  in  a  time  of  national  emergency  brings  to  the  fore  again 
the  problem  of  relations  between  employers  and  workers. 

It  has  long  been  recognized  that  certain  types  of  work  stoppages  affect 
the  whole  national  interest  so  greatly  that  a  way  must  be  found  to  bring 
them  to  an  end  before  irreparable  damage  is  done.  While  various  types  of 
public  bodies  may  offer  advice,  this  advice  may  be  rejected  by  either  party. 
Any  governmental  authority  of  a  more  conclusive  character  would  as  a 
practical  matter  have  to  include  the  authority  to  deal  with  the  subject  mat¬ 
ter  of  the  dispute.  This  is  because  any  action  by  the  Government  requiring 
resumption  of  operations,  without  touching  upon  the  issues  at  stake,  is  an 
intervention,  regardless  of  the  merits  on  the  side  of  that  party  which  desires 
no  change. 

Present  legislation  does  not  meet  this  problem,  in  cases  of  nation-wide 
disputes  in  major  industries.  In  such  cases,  it  allows  the  Government 
only  to  achieve  a  delay  in  any  threatened  shutdown,  either  through  the 
method  used  in  the  steel  case,  or  through  use  of  the  Taft-Hartley  Act.  The 
steel  case  shows  that  delay  is  not  enough.  There  must  be  a  basic  solution. 

Nor  is  authority  for  the  Government  to  make  reconunendations  always 
enough — though  it  has  succeeded  in  settling  nearly  every  case  that  has 
arisen  so  far,  except  steel.  In  the  steel  case,  the  properly  constituted  Gov¬ 
ernment  agency — the  Wage  Stabilization  Board — made  recommendations 
for  settlement  of  the  dispute.  One  of  the  parties  has  thus  far  refused  to 
agree  to  a  settlement,  even  though  the  other  party  has  indicated  its  willing¬ 
ness  to  accept  considerably  less  than  the  Board  recommended,  and  even 
though  the  Government,  in  its  earnest  efforts  to  avoid  a  stoppage,  indicated 


that  it  would  grant  price  concessions  well  in  excess  of  any  required  under 
existing  law  or  justified  because  of  the  wage  increases  proposed.  When 
one  party  to  a  dispute  which  is  critically  affecting  the  national  interest 
recognizes  no  obligation  to  abide  by  the  recommendations  of  the  Govern¬ 
ment — although  the  Government  is  the  only  resort  of  the  people  when  the 
parties  cannot  agree — the  need  for  more  adequate  legislation  is  fully 
demonstrated. 

I  have  requested  new  legislation  which  would  permit  the  Government 
to  maintain  essential  production,  to  be  fair  to  both  sides  in  the  dispute, 
and  to  retain  the  maximum  degree  of  free  collective  bargaining.  Such 
legislation  has  not  been  enacted,  and  I  hope  that  the  Congress  will  recognize 
the  need  for  it. 

At  best,  however,  any  such  legislation  can  provide  only  a  temporary  or 
interim  solution.  We  all  know  that,  in  a  democracy,  under  our  kind  of 
economic  system,  differences  between  management  and  labor  can  be  resolved 
enduringly  only  by  agreement  and  not  by  intervention. 

I  do  not  know,  as  this  is  written,  how  soon  the  steel  dispute  may  be  ended. 
The  only  practical  method  now  open  for  the  settlement  of  the  steel  dispute 
is  bargaining  between  the  parties.  I  have  continuously  urged  that  the 
parties  recognize  the  emergency  confronting  the  Nation.  It  is  imperative 
that  the  parties  settle  their  differences  immediately,  and  resume  the  produc¬ 
tion  of  steel — the  loss  of  which  is  now  causing  such  great  damage  to  the 
national  defense  and  to  the  civilian  economy. 

The  parties  must  realize  that  collective  bargaining  is  a  precious  liberty, 
enjoyed  by  both  employers  and  workers,  and  that  the  possession  of  liberty 
involves  not  only  rights  but  also  duties  on  the  part  of  both  employers  and 
workers — including  the  duty  so  to  exercise  freedom  that  it  does  not  en¬ 
croach  up)on  the  freedom  of  others.  The  freedom  of  all  the  jjeople  is  at 
stake  in  the  current  emergency,  and  the  production  of  steel  is  essential  to 
the  support  of  that  freedom. 

This  should  be  taken  to  heart,  not  only  in  the  interest  of  the  country, 
but  also  because  any  failure  to  do  so  might  ultimately  cause  the  country 
to  place  restrictions  upon  the  economic  freedom  of  management  and  labor 
which  would  represent  a  new  and  perhaps  a  serious  departure  from  our 
way  of  life. 

Economic  relations  with  the  free  world 

There  is  general  agreement  that  we  must  join  with  the  free  world  in  the 
development  of  military  strength.  But  there  is  not  yet  in  this  country  an 
equally  general  understanding  that  the  military  security  of  the  free  world  is 
inseparable  from  its  economic  future.  This  is  tnie  because  economic 
strength  is  the  source  of  military  strength,  and  because  no  nation  can  main¬ 
tain  either  the  means  or  the  morale  to  maintain  a  great  defense  efTort  in  a 
period  short  of  total  war  unless  its  economic  conditions  are  at  least  tolerable. 
It  is  true  for  the  even  more  important  reason  that  the  free  peoples  of  the 
world  want  not  only  to  be  secure  from  military  attack;  they  also  want  to 
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live  as  free  men  should  live.  They  want  adequate  food  and  clothing,  hous¬ 
ing,  and  medical  care.  They  want  to  advance  their  industrial  arts,  so 
that  they  will  have  the  productive  power  to  achieve  these  ends.  These 
aspirations  are  not  only  worthy;  they  are  vital. 

The  United  States  would  be  in  much  greater  danger,  if  the  people  of  any 
substantial  portion  of  the  free  world  should  come  to  believe  that  we  are  not 
interested  in  their  human  aspirations,  but  interested  only  in  helping  them 
to  arm  in  order  to  help  defend  ourselves.  This  would  provide  the  com¬ 
munists  with  a  propaganda  weapon  against  which  counter-measures  would 
be  extremely  difficult. 

Recent  actions  by  the  Congress  have  displayed  a  failure  to  appreciate  in 
full  the  importance  of  these  facts.  But  facts  have  a  way  of  persisting,  and 
I  am  sure  the  time  will  come  when  the  Congress  will  respond  to  them  fully. 
I  can  only  hope  that  it  will  not  be  too  late. 

The  people  of  the  United  States  have  gained  more  through  the  mainte¬ 
nance  of  freedom  than  any  other  people  in  the  history  of  the  world.  Hence 
we  have  the  most  to  lose  if  freedom  is  lost,  and  we  cannot  enduringly  remain 
free  unless  freedom  predominates  in  the  rest  of  the  world. 

I’here  is  nothing  in  our  own  history,  or  in  the  history  of  all  human 
events,  to  indicate  that  freedom  can  be  maintained  without  cost  and  effort. 
It  costs  a  lot  to  maintain  freedom,  in  money  and  material  things,  in  human 
understanding,  and  sometimes  in  blood.  To  avoid  an  incalculable  cost  in 
blood,  we  must  be  prepared  to  sustain  a  great  effort  in  money  and  material 
things  and  in  human  understanding. 

The  building  of  military  security  is  only  a  first  stage  in  this  long  effort. 
VVe  must  be  prepared,  while  that  first  stage  is  going  forward,  and  increas¬ 
ingly  after  it  is  completed,  to  make  our  fair  contribution  toward  a  more 
prosperous  free  world.  And  a  more  prosperous  free  world  will  mean  a  more 
secure  free  world. 

In  this  long  effort,  the  kind  of  emergency  aid  which  we  have  thus  far 
been  extending  will  need  to  be  supplemented  and  then  increasingly  sup¬ 
planted  by  a  more  normal  flow  of  capital  from  the  United  States  to  other 
countries.  I’his,  in  turn,  will  need  to  be  accompanied  by  more  realistic 
appreciation  that  exports  must  in  the  long  run  be  accompanied  by  imports. 

It  is  disturbing  to  note  that,  despite  the  high  level  of  employment  in  the 
United  States,  pressures  have  been  growing  recently  to  restrict  imports. 
Embargoes  on  importation  of  foreign  products,  increases  in  duties  on  im¬ 
ported  goods,  and  numerous  requests  for  other  increased  duties,  are  some 
examples  of  how  these  pressures  for  restriction  of  imports  have  manifested 
themselves.  The  pressures  for  restrictionism  have  generally  been  exerted 
with  too  little  consideration  for  the  effects  that  the  measures  have  on  our 
security  objectives,  and  on  economic  policies  consistent  with  our  position  as 
a  creditor  nation. 

Trade  restrictions  have  a  direct  impact  on  United  States  programs  to 
strengthen  the  free  world.  The  joint  defense  effort  must  be  built  on  a  solid 
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foundation  of  strong  nations  acting  together.  We  cannot  consistently  throw 
up  barriers  here,  while,  at  the  same  time,  we  urge  the  creation  of  a  close 
partnership  in  the  North  Atlantic  community.  Inconsistencies  of  this 
sort  undermine  the  basis  on  which  our  position  of  leadership  rests.  In 
addition,  the  economies  of  our  friends  arc  much  more  dependent  on  foreign 
trade  than  the  economy  of  the  United  States.  If  they  arc  unable  to 
earn  dollars  to  pay  for  those  essential  commodities  which  they  now  pur¬ 
chase  in  the  dollar  area,  they  will  be  under  additional  pressure  to  secure 
them  in  other  areas  of  the  world,  including  the  Soviet  bloc. 

The  encouragement  of  economic  conditions  which  will  enable  the  other 
free  nations  to  pay  their  own  way  is  the  goal  that  we  must  seek,  as  a  transition 
from  the  emergency  conditions  which  have  made  it  essential  for  us  to  e.x- 
tend  temporary  aid. 

The  way  to  get  out  of  an  emergency  is  not  to  pretend  that  the  emergency 
does  not  exist,  but  instead  to  remove  the  conditions  which  have  produced  the 
emergency.  Communist  subversion  will  present  no  great  threat  to  the  free 
world,  as  the  free  world  achieves  economic  stability  and  further  economic 
progress.  Communist  aggression  may  still  continue  to  be  a  threat,  but  the 
free  world  will  then  have  the  clearly  apparent  power  to  resist  any  such 
aggression.  We  must  continue,  with  courage  and  vision,  to  help  create  the 
conditions  in  the  free  world  which  will  provide  the  only  dependable  founda¬ 
tion  for  lasting  peace. 


Summary  of  Economic  Developments  in  the 
First  Half  of  1952 

At  midyear  1952,  the  Nation  had  made  further  progress  in  acquiring  the 
greater  economic  and  military  strength  which  will  enable  it  to  continue  to 
meet,  in  company  with  the  other  countries  of  the  free  world,  the  threat  of 
communist  aggression.  (See  chart  5.) 

Substantial  expansions  of  capacity  in  such  basic  industries  as  steel,  alumi¬ 
num,  and  electric  power  were  well  under  way. 

Deliveries  of  military  goods  and  construction  for  the  major  national 
security  programs  during  the  first  half  of  1952  reached  a  total  of  almost  15 
billion  dollars,  9  billion  dollars  above  deliveries  in  the  first  half  of  1951,  and 
12  billion  dollars  above  the  level  in  the  second  half  of  1950. 

Total  output  during  the  first  6  months  of  1952  expanded  at  a  moderate 
rate.  Measured  in  dollars  of  constant  buying  power,  gross  national  product 
was  running  at  an  annual  rate  (seasonally  adjusted)  about  1  percent  higher 
than  in  the  preceding  6  months. 

Industrial  production,  after  regaining  the  small  amount  of  ground  lost  in 
the  second  half  of  1951,  slipped  back  in  the  second  quarter,  partly  because 
of  work  stoppages  in  steel  and  petroleum.  For  the  half  year,  the  index  of 
industrial  production  was  3  percent  below  the  first  half  of  1951. 
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The  civilian  labor  force  during  the  past  half  year  averaged  about  the  same 
as  a  year  earlier,  the  increase  in  the  total  labor  force  being  taken  up  by 
growth  of  the  armed  forces. 

Civilian  employment  in  June  totaled  62/2  million.  Employment  during 
the  first  half  of  1952  averaged  about  300,000  above  the  first  half  of  1951,  all 
of  the  increase  occurring  outside  agriculture.  Agricultural  employment 
continued  its  downward  trend.  In  manufacturing,  there  was  a  small  decline 
in  average  weekly  hours  of  work,  reflecting,  in  part,  some  weakness  in  the 
markets  for  many  consumer  goods. 

Unemployment  during  the  first  6  months  of  this  year  was  close  to 
300,000  below  the  same  period  a  year  earlier.  In  the  last  month  of  the 
half  year,  unemployment  was  the  lowest  for  any  June  since  World  War  II. 

Work  stoppages  caused  more  loss  of  working  time  than  during  the  first  half 
of  1951,  partly  because  of  an  increase  in  the  number  of  stoppages  and  partly 
because  of  the  size  of  some  of  the  industries  involved. 

Economic  stability  was  well  maintained  during  the  past  half  year. 

The  monthly  index  of  wholesale  prices  drifted  downward  in  each  month, 
and  in  June  was  2  percent  below  December  1951. 

Consumers^  prices,  after  edging  downward  early  in  1952,  moved  up 
again  by  May  to  about  the  record  level  reached  at  the  end  of  1951. 

Wages  rose,  but  less  rapidly  than  in  the  first  half  of  1951. 

Average  hourly  earnings  in  all  manufacturing  industries,  for  example, 
moved  up  4  percent  during  the  comparable  period  a  year  earlier,  and  only 

1  percent  in  the  latest  half  year. 

The  volume  of  money  in  private  hands  in  June  was  700  million  dollars 
below  the  December  1951  level. 

Total  bank  loans  and  investments  expanded  2  billion  dollars,  or  2  percent, 
from  December  to  June.  Partly  because  of  less  strong  demands  for  private 
credit,  the  voluntary  program  of  credit  restraint  and  the  controls  over  in¬ 
stalment  credit  were  suspended,  and  the  housing  regulations  were  somewhat 
relaxed.  Legislative  authority  for  the  voluntary  credit  restraint  programs 
and  for  instalment  credit  controls  was  ended  in  the  amended  Defense 
Production  Act. 

Personal  incomes  continued  to  rise,  principally  because  of  increases  in 
salaries  and  wages. 

Disposable  income — personal  income  after  taxes — was  at  the  seasonally 
adjusted  annual  rate  of  231  billion  dollars  during  the  first  half  of  1952, 

2  billion  dollars,  or  1  percent,  above  the  second  half  of  1951,  and  10  billion 
dollars,  or  5  percent,  above  the  first  half  of  last  year. 

Consumer  spending  rose  only  a  little  more  rapidly  than  earnings  from  the 
second  half  of  1951,  so  that  the  proportion  of  disjxisable  income  saved,  about 
7  percent,  was  nearly  as  large  as  the  high  level  of  the  preceding  year.  Mod¬ 
eration  in  consumer  spending  was  one  of  the  chief  factors  in  the  continued 
stability  of  the  economy. 
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Residential  construction  remained  high.  The  number  of  housing  starts 
totaled  568,000  for  the  period  January- June,  which  was  only  4  percent 
below  the  volume  of  starts  during  the  first  6  months  of  1951. 

Consumer  credit  outstanding,  after  declining  seasonally  during  the  first 
quarter  of  this  year,  climbed  rather  sharply  in  the  second,  paced  by  the  rise 
in  instalment  credit.  The  suspension  of  instalment  credit  regulations  early 
in  May  undoubtedly  contributed  to  the  increase.  At  the  end  of  June,  instal¬ 
ment  credit  was  600  million  dollars,  or  4  percent,  above  the  level  of  Decem¬ 
ber  1951.  In  contrast,  during  the  first  half  of  1951,  instalment  credit 
dropped  500  million  dollars. 

Agricultural  marketings  were  about  6  percent  above  the  level  of  the  first 
half  of  1951,  so  that  despite  somewhat  lower  prices  there  was  an  increase 
in  cash  receipts.  However,  net  earnings  were  below  1951,  because  of  the 
rise  in  farm  costs.  Crop  prospects,  as  of  early  July,  were  relatively  good, 
with  current  indications  pointing  to  a  total  crop  production  second  only  to 
the  record  year  1948. 

Manufacturers  turned  out  about  the  same  amount  of  durable  goods  as 
in  the  first  half  of  1951,  production  related  to  defense  offsetting  a  decline 
in  the  output  of  consumers’  durable  goods.  However,  production  of  non¬ 
durable  goods  by  manufacturing  industries  was  less  than  in  the  first  6 
months  of  1951. 

Wholesale  sales,  seasonally  adjusted,  were  below  the  level  of  the  first  half 
of  1951,  and  slightly  below  the  level  of  the  second  half  of  that  year. 

Retail  sales,  seasonally  adjusted,  rose  above  the  first  half  of  1951. 

The  accumulation  of  business  inventories  occurred  at  a  sharply  falling 
rate  after  the  second  quarter  of  1951.  From  the  first  to  the  second  quar¬ 
ter  of  this  year,  there  was  a  decline  in  inventories.  The  decline  in  the 
rate  of  investment  in  inventories  was  one  of  the  major  factors  in  promoting 
economic  stability  during  the  past  1 2  months. 

Business  investment  in  construction  and  equipment  has  remained  high, 
reflecting  the  progress  noted  above  in  the  expansion  of  productive  capacity. 
Outlays  for  these  purposes  were  at  the  seasonally  adjusted  annual  rate  of 
38  billion  dollars  during  the  first  half  of  1952,  which  was  3  percent  above 
the  level  of  the  first  half  of  1951,  and  4  percent  above  the  second  half. 

Business  borrowing  from  commercial  banks  followed  a  more  nearly  nor¬ 
mal  seasonal  course  during  the  first  6  months  of  this  year  than  a  year 
earlier,  when  the  rapid  accumulation  of  inventories  stimulated  the  demand 
for  funds.  Commercial  and  industrial  loans  fell  700  million  dollars,  or  3 
percent,  from  December  1951  to  June  1952.  In  contrast,  during  the  com¬ 
parable  period  a  year  before,  total  business  loans  expanded  1.8  billion  dol¬ 
lars.  Although  business  borrowing  from  commercial  banks  was  less  than  a 
year  before,  the  demand  for  longer-term  capital  was  greater,  partly  be¬ 
cause  of  the  high  level  of  investment  in  plant  and  equipment. 
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The  volume  of  corporate  securities  floated  to  obtain  new  capital  during 
the  past  6  months  was  700  million  dollars,  or  21  jjercent,  above  the  level 
of  the  first  6  months  of  1951. 

Corporate  profits,  before  taxes,  were  running  at  an  estimated  seasonally 
adjusted  annual  rate  of  41  billion  dollars  during  the  first  half  of  this  year, 
which  was  about  12  percent  below  the  rate  of  the  first  half  of  1951,  but 
slightly  above  that  of  the  second  half.  Corporate  profits  after  taxes  were 
about  13  percent  below  the  first  half  of  1951,  and  slightly  above  the  second 
half  of  that  year. 

Total  Federal  expenditures,  during  the  fiscal  year  just  ended,  rose  to  66 
billion  dollars,  21^/^  billion  above  the  fiscal  1951  total.  The  increase  was 
due  primarily  to  purchases  of  goods  and  services  for  the  major  national 
security  programs. 

Federal  receipts  for  fiscal  1952,  due  to  higher  tax  rates  and  the  greater 
dollar  volume  of  business  activity,  rose  to  62  billion  dollars,  14  billion  above 
the  total  for  the  preceding  year.  The  relatively  greater  growth  in  expendi¬ 
tures  in  fiscal  1952  resulted  in  a  budget  deficit  of  4.0  billion  dollars,  compared 
with  a  surplus  of  3.5  billion  in  fiscal  1951.  In  fiscal  1952,  the  Federal 
Government’s  cash  budget  was  about  in  balance;  in  1951,  there  was  a  cash 
surplus  of  about  7.6  billion  dollars. 

In  Federal  public  debt  operations,  the  most  notable  developments  during 
the  past  6  months  were  the  announcement  by  the  Treasury  in  April  of 
extensive  changes  in  the  types  and  terms  of  U.  S.  savings  bonds  intended 
to  increase  their  attractiveness  to  the  public,  and  the  highly  successhil 
offer  of  a  6-year  bond,  the  first  marketable  bond  offered  since  World 
War  II  for  the  purpose  of  raising  new  money. 

State  and  local  goverments’  receipts  and  expenditures  have  risen  dur¬ 
ing  the  past  2  years,  the  latter  in  part  because  of  a  growth  in  outlays  for 
new  construction.  The  increase  in  the  latter  has  also  resulted  in  a  record 
volume  of  new  securities  issues. 

Many  foreign  nations,  largely  as  an  aftermath  to  the  world-wide  post- 
Korean  surge  in  business,  have  experienced  balance  of  payments  difficulties. 
Their  expanding  domestic  production,  rising  incomes,  and  in  many  cases 
inflation,  have  contributed  to  an  increase  in  the  imfxjrts  of  many  foreign 
countries  abroad.  Exports,  on  the  other  hand,  have  either  failed  to  rise  as 
fast  as  imports,  or  (particularly  in  the  case  of  countries  exporting  raw  mate¬ 
rials)  have  actually  fallen  in  value.  Corrective  acrions  have  been  taken  to 
improve  balance  of  payments  situations,  largely  through  such  measures  as 
credit  controls  to  restrict  loan  demand,  fiscal  measures,  and  increased  import 
restrictions.  By  the  first  half  of  1952,  there  was  evidence  that,  partly  be¬ 
cause  of  the  use  of  the  former  measures,  most  countries  in  the  free  world 
were  achieving  stability  at  high  levels  of  production. 

United  States  imports  of  merchandise  during  the  first  5  months  of  1952 
were  at  a  rate  11  percent  higher  than  in  the  second  half  of  1951,  although 
they  were  still  below  the  first  half  of  that  year.  The  recent  rise  in  imports 
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LETTER  OF  TRANSMITTAL 


Council  op  Economic  Advisers, 
Washington,  D.  C.,  July  16, 1952- 


The  President: 

Sir  :  The  Council  of  Economic  Advisers  herewith  submits  a  report,  The 


Midyear  1952  Economic  Review,  in 
of  the  Employment  Act  of  1946. 
Respectfully, 


accordance  with  section  4  (c)  (2) 


Chairman. 
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i  I.  Developments  During  the  First  Half  of 

'  1952 

The  Economy  in  General 

Annalists  of  the  first  half  of  1952  could  accent  any  one  of  several 
.  characteristics  as  its  most  noteworthy  economic  feature. 

1  Measured  by  intensity  of  public  attention,  which  was  attended  by  mount¬ 
ing  apprehension  as  the  year  moved  into  the  third  quarter,  the  steel  dispute 
claimed  first  place. 

i  Other  commentators  might  stress  the  wide  swings  in  business 
sentiment.  These  shifts  were  produced  by  a  variety  of  develop¬ 
ments  during  the  period.  There  was  an  improvement  in  the  outlook  for 
scarce  materials.  There  was  a  continued  high  rate  of  saving.  National 
security  expienditures,  while  only  moderately  below  the  estimates  made  in 
January,  were  much  lower  than  the  less  realistic  earlier  estimates  of  the 
pace  and  impact  of  the  defense  program  which  remained  lodged  in  business 
thinking.  The  combination  of  these  and  other  events  caused  business 
sentiment  to  swing  indecisively  between  inflationary  and  deflationary 
concern. 

More  fundamentally,  if  the  most  important  characteristic  of  a  period 
is  that  which  dominates  the  course  of  the  whole  economy,  the  continued 
rise  in  expenditures  for  the  national  security  programs  was  the  outstanding 
'  event. 

And  if  the  half  year  is  to  be  described  by  the  degree  of  success  with  which 
i  the  Nation  achieved  fundamental  objectives,  the  central  feature  was  the 
continuance  of  a  high  degree  of  general  stability  while  a  rising  share  of  the 
]  output  of  an  economy  producing  close  to  capacity  was  being  devoted  to  the 
security  program. 

The  security  build-up 

Two  years  ago,  the  hostilities  in  Korea  raised  the  question  of  how  the 
Nation’s  resources  should  be  mobilized.  The  decision  was  based  on  the 
assumption  of  a  long-continuing  threat  to  peace,  rather  than  that  of  immi- 
,  nent  full-scale  war.  Consequently,  it  was  decided  not  to  rush  forward  at 
■  maximum  speed  toward  the  highest  attainable  production  of  weapons  and 
'  other  military  end-items.  Such  a  course  would  not  have  been  consistent 
with  the  ambiguous  character  of  the  international  situation,  and  would 
have  weakened  the  whole  economy  and  the  Nation  by  transforming  the 
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CHART  6 


CAPACITY  EXPANSION 
IN  BASIC  INDUSTRIES 


STEEL 

CAPACITY 

MILLIONS  OF  net  INGOT  TONS 


ALUMINUM  (PRIMARY) 

CAPACITY-!/ 

millions  of  short  tons 
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ELECTRIC  POWER 
GENERATING  CAPACITY^!/ 

MILLIONS  OF  kilowatts 


PETROLEUM 
REFINERY  CAPACITY  ^ 
millions  of  barrels  (daily  average) 


J/  CAPACITT  AT  SCSiNNING  OF  TEAR 

\J  CAPACITT  AT  END  OF  TEAR;  EKCLUDEt  INOUtTRIAL. 

2/  CAPACITT  AT  END  Of  TEAR,  EXCEPT  FOR  l*S4,  WHICH  IS  FOR  tCCINNlNC  OF  TEAR. 
NOTE:  1*54  ESTIMATES  ARE  PROJECTIONS  ST  DEFENSE  PRODUCTION  ADMINISTRATION. 


SOURCES;  AMERICAN  IRON  AND  STEEL  INSTITUTE,  DEPARTMENT  OF  THE  INTERIOR, 

federal  power  COMMISSION,  AND  DEFENSE  PRODUCTION  ADMINISTRATION 


country  into  an  armed  camp.  Instead,  it  was  decided  to  undertake  the 
balanced  development  of  our  total  national  strength,  both  economic  and 
military,  for  the  long  pull.  This  involves  two  goals :  to  build  a  “mobiliza¬ 
tion”  base  rapidly,  by  expanding  capacity  both  in  basic  industries  and  in 
military  production  facilities;  and  to  produce  enough  military  equipment 
to  deal  with  foreseeable  situations  and  to  meet  the  first  impact  of  a  majw 
war  if  it  should  come. 

At  midyear  1952,  progress  made  toward  the  first  of  these  goals  was  im¬ 
pressive,  although  difficult  problems  remained  unsolved.  Substantial  expan¬ 
sion  of  capacity  was  well  under  way  in  basic  materials,  electric  power, 
petroleum,  electric  machinery,  chemical,  transportation,  and  other  indus¬ 
tries.  Programs  to  expand  capacity,  aided  by  accelerated  amortization  for 
tax  purposes,  totaled  more  than  22  billion  dollars  at  the  end  of  June.  It  is 
estimated  that  about  54  percent  of  the  capacity  approved  through  the  fint 
quarter  was  in  place  by  the  middle  of  this  year,  that  two-thirds  will  be  in 
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place  by  the  end  of  1952,  and  over  nine-tenths  by  the  end  of  1953.  Among 
the  basic  metals,  rapid  expansion  of  the  capacity  to  produce  steel  and  alu¬ 
minum  is  taking  place.  In  copper,  despite  limited  ore  supplies,  moderate 
increases  in  domestic  production  are  planned  for  the  next  few  years,  and  a 
further  increase  in  imports  seems  likely  in  1953  and  1954.  (See  chart  6.) 
Supplies  of  such  alloying  materials  as  nickel,  cobalt,  and  tungsten,  upon 
which  the  requirements  of  modem  armament,  especially  jet  engines,  place 
a  heavy  drain,  are  not  available  in  significant  quantities  in  the  United  States. 

In  the  case  of  manganese,  most  of  which  must  be  imported  and  which  is 
necessary  for  the  production  of  all  carbon  and  manganese  steels,  both  the 
difficulties  of  increasing  imports  and  the  increasing  rate  of  steel  production 
have  prevented  adequate  stockpiling.  Although  the  jjetroleum  industry  is 
being  expanded,  the  supply  of  sufficient  petroleum  products  in  the  event  of 
a  war  remains  a  most  critical  problem.  Despite  some  prospective  expan¬ 
sion  of  scarce  minerals  production  in  other  parts  of  the  free  world,  and 
despite  some  successes  in  using  more  plentiful  substitutes,  the  situation  for 
several  materials  remains  serious. 

The  other  goal  of  the  defense  production  program — an  increasing  level 
of  military  end-item  production — involves  objectives  for  the  size  of  the 
armed  forces,  and  the  number  of  air  wings,  ships,  and  combat  divisions. 
The  President’s  Budget  Message  submitted  at  the  start  of  1952  specifically 
indicated  that  we  were  to  build  toward  a  goal  of  21  full-strength  army 
divisions,  143  air  wings,  16  Navy  carrier  air  groups,  and  408  major  com¬ 
batant  ships.  It  was  also  indicated  that,  while  we  should  move  vigorously 
and  steadfastly  toward  these  goals,  the  complex  of  military,  economic,  tech¬ 
nological,  and  international  factors  would  not  make  desirable  nor  even 
permit  their  attainment  as  quickly  as  some  had  thought  feasible  at  an 
earlier  time. 

Chart  7  provides  p)erspective  on  the  procurement  of  end-items  and 
military  construction  by  the  Department  of  Defense,  both  for  United 
States  forces  and  for  our  allies  under  the  Mutual  Security  Program,  during 
the  first  6  months  of  this  year.  In  mid-1950,  7  billion  dollars  of  military  af>- 
propriations  for  procurement  and  construction  purposes  had  been  obligated 
but  not  yet  spent.  Between  July  1,  1950,  and  June  30,  1952,  approximately 
87  billion  dollars  were  made  available  for  obligation  for  these  purposes.  Of 
this  total,  more  than  75  billion  dollars,  or  almost  90  percent,  had  been 
obligated  by  the  Defense  Department  by  mid- 1952.  In  the  type  of  mobiliza¬ 
tion  program  now  under  way,  involving  frequent  design  changes  and  ever¬ 
growing  complexity  of  equipment,  a  long  lead  time  intervenes  between 
obligation  of  funds  and  delivery  of  many  types  of  equipment.  Expenditures 
for  procurement  and  construction  rose  from  about  9  billion  dollars  in  fiscal 
1951  to  an  estimated  24  billion  in  fiscal  1952. 

In  the  second  quarter  of  1952,  purchases  of  goods  and  services  for  all 
i  major  national  security  programs  were  at  an  annual  rate  of  50.5  billion 
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dollars,  an  increase  of  4.5  billion  over  the  rate  of  the  first  quarter  of  the 
year.  The  rate  for  the  half  year  was  48.2  billion,  5.8  billion  higher  than 
in  the  second  half  of  1951.  Deliveries  of  military  hard  goods  and  military 
construction  in  the  second  quarter  of  1952  were  at  an  annual  rate  of 
31.5  billion  dollars,  or  about  5  billion  above  the  first  quarter  annual  rate. 
Hard  goods  and  construction  expenditures  have  supplied  most  of  the 
increase  during  the  half  year,  while  soft  goods  procurement  has  stabilized 
on  the  plateau  required  for  maintaining  the  present  size  of  the  armed  forces. 

In  seeking  to  account  for  a  slower  pace  in  the  military  build-up  than  had 
been  anticipated  early  in  the  defense  period,  some  commentators  have  been 
inclined  to  emphasize  the  scarcity  of  metal  supplies.  Actually,  the  pre¬ 
diction  of  severe  shortages  of  major  metals  has  not  materialized.  Major 
metals  were  hoarded  throughout  late  1950  and  most  of  1951.  This  exag¬ 
geration  of  demand  was  compounded  by  the  building  up  of  inventories  for 
military  production,  sometimes  in  excessive  quantities,  partly  because  re¬ 
quirements  per  unit  of  produced  equipment  were  overstated,  and  partly  be¬ 
cause  reliance  was  placed  on  tentative  schedules  of  military  production  which 
were  appreciably  higher  than  the  schedules  which  were  subsequently  offi¬ 
cially  approved.  In  the  opening  months  of  1952,  the  simultaneous  resched¬ 
uling  of  deliveries,  the  reduction  of  unit  metal  requirements,  and  the  impact 
of  the  Controlled  Materials  Plan  which  halted  the  scramble  for  metals 
and  assured  defense  contractors  that  necessary  supplies  would  be  forth¬ 
coming,  all  combined  to  reverse  the  predictions  of  severe  shortages.  Just 
as  in  the  preceding  18  months,  lack  of  steel,  copper,  or  aluminum,  the 
metals  included  in  the  Controlled  Materials  Plan,  has  not  intervened  as  a 
limiting  factor  on  military  production,  at  least  prior  to  the  steel  strike. 

Some  have  sought  explanation  of  the  pace  of  military  production  in 
the  notion  that  there  has  been  “overly  tender”  consideration  of  the  civilian 
economy’s  demands  for  scarce  materials.  Whether  there  is  merit  in  this 
explanation  depends  upon  the  method  of  approach.  On  the  one  hand, 
more  scarce  materials  have  been  allocated  to  military  production  than 
have  been  used  in  armament  output,  and  the  early  1951  military  production 
schedules  upon  which  allocations  to  the  civilian  economy  were  based  have 
since  undergone  several  downward  revisions.  From  this  viewpoint,  it  is 
hard  to  find  any  evidence  that  the  civilian  “take”  has  cramped  the  growth 
of  the  military  program.  On  the  other  hand,  both  legislative  and  execu¬ 
tive  decisions  about  the  size  and  pace  of  the  security  program  have  been 
influenced  in  part  by  consideration  of  how  much  strain  should  be  placed 
upon  the  general  economy  in  terms  of  calculated  appraisal  of  the  security 
danger.  From  this  view{x>int,  the  civilian  economy  would  have  had  a 
smaller  proportion  of  our  national  output  if  the  defense  build-up  had  been 
larger  or  faster,  and  the  decision  not  to  make  it  larger  or  faster  was  un¬ 
doubtedly  influenced  to  a  degree  by  a  consideration  of  how  much  the 
civilian  economy  ought  to  have.  Whether  the  prop>er  balance  has  been 
struck  depends  upon  international  appraisals  beyond  the  scope  of  thk 


32 


CHART  7 


MILITARY  PROCUREMENT  &  CONSTRUCTION 


OBLIGATIONS  AND  DELIVERIES  SINCE  JUNE  1950 

Military  orders  of  23  billion  dollars  in  the  first  half  of  1952 
raised  total  funds  obligated  since  Korea  to  76  billion  dollars. 
Construction  ond  deliveries  have  amounted  to  33  billion  dollars, 
of  which  I4'/2  billion  took  ploce  in  the  latest  half  year. 
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Review.  The  Council  of  Economic  Advisers  has  recurrently  expressed  the 
view  that,  while  a  heavier  security  burden  should  not  be  imposed  unless  it  is 
necessary,  it  is  well  within  the  general  resources  of  the  economy  to  support 
a  heavier  burden  without  damaging  strain  if  it  should  be  deemed  necessary. 

Quite  aside  from  general  considerations  of  economy  and  materials 
availability,  the  rate  of  progress  toward  military  production  goals  depends 
upon  the  nature  of  current  mobilization  strategy.  The  situation  today,  of 
course,  is  different  from  that  existing  in  World  War  II,  when  the  major 
objective  of  mobilization  policy  was  the  maximum  jx)ssible  output  of 
weapKjns  and  equipment.  The  goal  of  the  current  security  program  has 
been  to  maintain  a  very  high  degree  of  flexibility  in  composition  and  quality 
of  equipment,  so  that  the  future  course  of  equipment  and  armament  jwlicy 
can  be  varied  to  meet  changing  needs.  By  focusing  on  continually  evolving 
and  increasingly  complex  new  equipment  not  far  removed  from  the  design 
stage,  emphasis  on  flexibility  magnifies  the  impact  of  bottlenecks  in  special 
purpose  machinery,  in  specialized  component  parts,  and  in  highly  skilled 
workers  and  technicians.  Moreover,  this  strategic  flexibility  inevitably  makes 
the  per  unit  cost  of  armaments  much  higher,  both  in  resources  and  in  dollars, 
than  would  be  the  case  if  designs  and  schedules  were  frozen. 

Production  and  employment 

The  economy  continued  to  expand  its  total  output  of  goods  and  services 
at  a  moderate  pace  during  the  first  half  of  1952.  Gross  national  prod¬ 
uct,  when  adjusted  for  price  changes,  was  about  1  percent  above  the 
second  haff  of  1951,  and  about  3  percent  above  the  first  half  of  that  year. 

Table  1. — Production  of  goods  and  services:  gross  national  product  in  constant  prices 


I  Estimates  based  on  incomplete  data. 

*  Includes  expenditures  for  military  services,  International  security  and  forelpn  relations  (except  forrifn 
loans),  atomic  energy,  merchant  marine,  and  prom.otion  of  defense  produet.on  and  economic  stabllizatiun; 
excludes  Federal  Government  sales. 

•  Expenditures  by  the  Federal  Government  for  other  than  “national  security”  and  total  expenditures  by 
State  and  local  governments. 

Note.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 

Source:  See  appendix  table  B-2. 

Most  of  the  increase  in  output  during  the  past  year  was  used  to  meet 
Government  and  business  demands  associated  with  the  national  security 
program.  Consumer  expenditures,  seasonally  adjusted,  rose  moderately. 


CHART  8 


INDUSTRIAL  PRODUCTION 

In  the  first  quarter  of  1952,  industrial  production  regained 
the  levels  of  o  year  earlier.  It  declined  in  the  second  quarter, 
portly  because  of  labor  disputes  in  the  steel  and  petroleum 
industries.  In  spite  of  this  drop,  output  for  the  first  half  of 
this  year  was  less  than  3  percent  below  the  first  half  of  1951. 
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While  most  forms  of  private  investment  were  maintained  at  levels  somewhat 
higher  than  a  year  ago,  inventory  accumulation,  which  had  been  declining 
rapidly  from  the  extraordinarily  high  rate  of  the  second  quarter  of  1951, 
was  replaced  by  net  inventory  liquidation  in  the  second  quarter  of  1952. 
This  conjuncture  of  rising  output  for  national  securitv  with  a  slightly 
reduced  private  demand  for  goods  and  services  brought  about  a  high  level 
of  employment  under  conditions  of  general  economic  stability. 

Industrial  production.  The  index  of  industrial  production,  which  had 
dropped  moderately  in  the  second  half  of  1951,  regained  in  the  first  quarter 
the  levels  of  a  year  earlier.  The  decline  in  the  second  quarter  was  partly 
attributable  to  labor  disputes  in  the  steel  and  petroleum  industries,  but  also 
reflected  reductions  in  the  output  of  textiles,  coal,  and  some  other  goods. 
Production  of  nondurable  goods  in  January-June  1952  averaged  7  percent 
below  the  comparable  period  of  the  preceding  year,  when  consumer  buying 
and  growth  in  business  inventories  were  keeping  output  at  capacity  levels. 
Output  of  durable  goods  and  minerals  was  about  the  same  as  the  first  half  of 
1951.  (See  chart  8  and  appendix  table  B-16.) 
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Employment.  Although  the  total  labor  force  averaged  about  1  million 
higher  during  the  first  half  of  1952  than  during  the  same  period  of  1951,  the 
civilian  labor  force  averaged  the  same  in  both  periods — 62.3  million — as  the 
build-up  of  military  manpiower  progressed  toward  its  scheduled  goal. 

Civilian  employment  in  the  first  6  months  of  1952  averaged  60,5  million, 
300,000  higher  than  in  the  first  half  of  1951.  The  number  of  workers  em¬ 
ployed  in  June  1952  was  62.5  million,  a  new  high  for  that  month. 

There  was  an  increase  in  nonagricultural  employment,  accompanied  by 
a  continuance  of  the  long-run  decline  in  employment  in  agriculture.  Agri¬ 
cultural  employment  in  the  first  half  of  1952  averaged  about  100,000  less 
than  in  the  first  half  of  1951,  while  the  number  of  workers  outside 
agriculture  increased  about  400,000.  However,  the  gain  in  nonagricultural 
employment  was  far  less  than  occurred  from  the  first  half  of  1950  to  the 
first  half  of  1951,  when  the  number  of  workers  other  than  in  agriculture 
lose  by  2.1  million,  or  4  jxTccnt.  (Sec  chart  9  and  appendix  table  B-1 1.) 

The  rise  in  nonagricultural  employment  was  due  primarily  lo  an  increase 
of  Government  employees,  mostly  in  defense  activities.  In  private  employ¬ 
ment,  trends  were  mixed.  Industries  producing  capital  goods  had  more 
workers,  while  those  producing  consumer  goods,  both  durables  and  non¬ 
durables,  had  less.  For  all  manufacturing  industries,  average  employment 
was  15.9  million  in  the  first  half  of  1951  and  15.7  million  in  the  first  half 
of  1952.  (See  table  2  and  appendix  table  B-12.) 


Table  2. — Changes  in  nonagricultural  employment 
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■  Estimates  based  on  incomplete  data. 

Note.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source;  Dei>artment  of  Labor. 


There  was  an  increase  in  hours  worked  in  such  industries  as  ordnance  and 
machine  tools,  but  most  manufacturing  industries  operated  with  a  shorter 
workweek.  During  the  half  year,  the  average  workweek  of  40.4  hours  in 
manufacturing  was  one-half  hour  shorter  than  in  the  first  half  of  1951.  (See 
appendix  table  B-1 3.) 

Unemployment.  Unemployment  averaged  1.8  million,  or  2.9  percent 
of  the  civilian  labor  force,  in  the  first  half  of  1952,  compared  with  2.1  mil- 
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lion,  or  3.3  percent  of  the  civilian  labor  force,  a  year  earlier.  In  June 
1952,  unemployment  was  at  the  lowest  level  for  that  month  since  World 
War  II.  In  addition  to  the  low  average  level  of  unemployment  during  the 
first  half  of  this  year,  the  propnartion  of  the  total  who  were  unemployed  for 
15  weeks  or  more  was  also  lower  than  during  the  first  half  of  1951. 

Despite  the  low  level  of  unemployment  generally,  the  situation  in  many 
labor  markets  was  much  easier  than  a  year  before.  In  July  1952,  four  labor 
market  areas  in  continental  United  States  were  designated  by  the  Depart-  j 
ment  of  Labor  as  having  serious  shortages,  compared  with  six  in  July  1951. 
The  number  of  areas  with  a  substantial  surplus  of  labor  increased.  There 
were  18  labor  market  areas  designated  as  having  a  substantial  labor  surplus  ; 
in  July  of  this  year,  compared  with  14  at  mid- 1951.  The  continuing  de¬ 
pressed  condition  of  the  textile  and  apparel  industries,  and  chronic  unem¬ 
ployment  in  a  number  of  coal  mining  districts,  were  responsible  for  the  labor 
surpluses  in  most  of  these  areas.  Unemployment  in  the  automotive  centers, 
particularly  Detroit,  reached  substantial  proportions  in  the  early  months  of 
1952,  but  by  May  there  had  been  a  moderate  decline  in  the  number  without  J 
jobs,  partly  in  consequence  of  new  defense  orders  and  the  easing  of  re¬ 
strictions  on  materials  for  automotive  production. 

The  general  adequacy  of  the  man|x>wer  supply  to  meet  defense  and 
civilian  production  needs  is  indicated  by  the  fact  that  advances  in  defense 
production  over  the  past  6  months  have  been  accomplished  w'ith  no  signifi¬ 
cant  increase  in  employment  or  lengthening  of  the  workweek.  At  the  same  ^ 
time  there  have  been  shortages  of  workers  in  a  few  areas,  and  industry’s  ! 
needs  for  additional  workers  in  such  key  occupations  as  engineering  and  J 
skilled  machine  shop  jobs  continue.  There  are  indications,  however,  that 
better  utilization  of  workers  in  shortage  occupations  is  helping  to  relieve  , 
the  shortage  of  skilled  people. 

Work  stoppages.  The  number  of  work  stoppages  during  the  first  6 
months  of  1952,  as  well  as  the  number  of  workers  involved,  was  higher  than 
in  the  corresponding  period  of  1951,  which  was  a  year  of  relatively  little 
loss  of  working  time  because  of  strike  activity.  Total  man-days  of  idlene-ss 
caused  by  work  stoppages  represented  0.6  percent  of  estimated  working  ] 
time,  and  was  200  percent  above  the  January-June  period  last  year. 

The  brief  industry-wide  walkout  of  more  than  500,000  stcelworken 
at  the  end  of  April  and  the  second  walkout  which  began  early  in  June  i 
caused  a  significant  portion  of  total  strike  idleness.  By  the  first  week  of  July, 
many  workers  in  other  industries  had  been  laid  off  because  of  steel  short¬ 
ages.  About  70,000  workers  in  the  petroleum  industry  went  on  strike  at ; 
the  end  of  April.  By  the  last  week  in  May,  wage  contracts  were  signed  j 
covering  most  of  the  industry,  providing  for  a  wage  increase  of  15  cents  an  ; 
hour.  Another  extensive  stoppage,  involving  more  than  100,000  workers, 
took  place  in  the  telephone  industry,  and  a  7-week  Western  Union  strike 
involved  30,000  workers.  Other  large  stoppages  occurred  in  the  lumber 
and  construction  industries. 
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Economic  stability 

Mixed  inflationary  and  deflationary  pressures.  During  the  first  half  of 
1952,  the  private  and  public  demand  for  goods  and  services  held  production 
in  general  at  a  high  level,  but  did  not  strain  the  capacity  of  the  economy. 
The  modest  rise  in  total  demand  kept  the  Nation’s  productive  plant  busy, 
but  less  busy  than  it  might  have  been  in  many  areas.  The  leveling  off,  and  in 
some  cases  decline,  in  employment  and  in  the  average  workweek  in  many 
industries  manufacturing  goods  for  consumers,  the  slow  rise  in  total  pro¬ 
duction,  and  other  indicators,  both  physical  and  financial,  told  of  an  econ¬ 
omy  that  was  pushing  ahead  at  less  than  forced  draft  and  with  a  high  degree 
of  general  stability. 

But  the  stability  that  carried  over  from  1951  was  an  uneasy  one,  generat¬ 
ing  wide  shifts  and  conflicts  in  business  sentiment.  The  earlier  fear  that  the 
Nation  was  exjjeriencing  a  calm  before  a  new  temjjest  of  inflation  was 
increasingly  challenged  in  the  first  quarter  by  the  belief  that  a  recession 
would  develop  before  defense  spending  reached  its  crest.  As  midyear 
approached,  the  pnindulum  of  expectations  seemed  to  be  swinging  back 
slowly  in  the  direction  of  stability  or  some  inflationary  pressures. 

Bank  credit  and  money  supply.  Total  loans  and  investments  of  commer¬ 
cial  banks  remained  virtually  unchanged  during  the  first  quarter  of  1952, 
but  expanded  more  than  2  billion  dollars  during  the  second  quarter.  The 
increase  in  bank  loans  for  the  half  year  was  at  about  three-fifths  the  rate 
of  a  year  earlier,  when  loans  expanded  2.6  billion  dollars,  or  5  percent. 
Much  of  the  growth  during  the  past  6  months  was  accounted  for  by  a  rise 
in  lending  on  Government  securities,  related  in  part  to  activities  in  the 
securities  markets  arising  from  Treasury  borrowing.  There  was  no  change 
in  commercial  bank  holdings  of  Government  obligations  during  the  first 
half  of  1952,  compared  with  a  decrease  of  3.5  billion  dollars,  or  5.6  percent, 
during  the  first  half  of  the  preceding  year.  ( See  table  3  and  appendix  table 
Ii-26.) 

Table  3. — Loans  and  investments  of  all  commercial  banks 


ToUl 

loans 

and 

invest¬ 

ments 

Investments 

Period 

Loans 

Total 

U.  S. 
Govern¬ 
ment 
securi¬ 
ties 

BaiUmt  of  doUars,  end  of  period: 

IBM;  .Second  half . 

126.7 

62.2 

74.4 

6Z0 

1X4 

IflSl:  First  half . 

126.0 

64.8 

71.2 

68.6 

1X7 

Second  half . 

132.6 

57.7 

74.0 

61.6 

13.3 

1852:  First  half . 

1.34.8 

50.4 

75.4 

61.5 

13.0 

PtretiUage  ckangt: 

From  end  of  preceding  half  year  to  end  of: 

1951:  First  half . 

-0.6 

-4.3 

-6.6 

+X4 

Second  half . 

+5.2 

+6.3 

+5.2 

+5.1 

+4.7 

1852:  First  half . 

+1.7 

+Z0 

+.7 

.0 

+4.6 

From  end  of  lOSI,  first  half,  to  end  of: 

1952:  First  haU . 

+7.0 

+8.4 

+6.0 

+5.1 

+9.4 

Source:  Bovd  of  OoTemors  of  the  Federal  Reserve  System. 
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The  total  money  supply,  including  Government  deposits,  after  falling  a 
little  during  January  and  February'  from  the  December  1951  high  of  189.8 
billion  dollars,  rose  moderately  over  the  next  three  months  as  changes  in 
the  volume  of  bank  loans  and  investments,  gold  imports,  and  other  factors 
influencing  the  money  supply  underwent  counterbalancing  movements.  In 
June,  however,  the  money  supply  jumped  sharply  upward,  as  the  effect  of 
a  rise  in  bank  loans  was  added  to  that  of  the  increase  in  bank  investments, 
particularly  in  U.  S.  Government  securities,  which  had  been  under  way  for 
some  weeks.  (See  table  4  and  appendix  table  B-27.) 
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Table  4. — Money  supply 


str 

or 


Deposits  and 
currenev  In- 

Privately-held  money 
8U|>ply  • 

Period 

eluding  U.  8. 
Government 
de|H>sits  ■ 

Total 

Demand 
dejK-sIts, 
adjusUsI  1 

PUtioni  of  dollars,  end  of  quarter; 

19.S0:  Fourth  quarter . 

180.6 

176.9 

92.3 

1951:  First  quarter . 

179.9 

172.5 

89.0 

Second  quarter . 

181.3 

174.7 

89.0 

Third  quarter . 

18.3.8 

177.9 

92.0 

Fourth  quarter . 

189.8 

186.0 

98  2 

1952:  First  quarter . 

188.7 

182.9 

91.  S 

Second  quarter  ‘ . 

191.3 

185.3 

95.8 

Percentage  change  from  end  of  preceding  quarter  to  end  of: 

19.50;  Fourth  quarter . 

-1-2.4 

-1-3.1 

+  1.> 

1951:  First  quarter . 

-.4 

-2.5 

-3.8 

Second  quarter . 

+.S 

-1-1.3 

.0 

Third  quarter . 

-i-1.4 

-1-1. 8 

+3.4 

Fourth  quarter . 

-1-3.3 

+4.6 

+6.; 

1952:  First  quarter . 

-.6 

-1.7 

-3.5 

Second  quarter* . 

•fl.4 

+1.3 

41.1 

tei 

pr 

ap 

loi 

19 

de 

wl 


*  InrliidPS  U.  8.  Oovemiupnt  deposits  at  F'ederal  Reserve  banks  and  comnicrelal  and  savlr.ps  l>anks.  an 
tr.  8.  Trewi'^r’t  time  deposits,  open  account. 

*  Includes  deposits  of  State  and  local  governments. 

*  Includes  demand  deposits,  other  than  interbank  and  U.  S.  Qovemment,  less  cash  items  in  process  o( 
oolleetlon. 

t  Estimates  based  on  incomplete  data;  by  Council  of  Economic  Advisers. 

Source:  Board  ol  Ooveroors  of  the  Federal  Reserve  System  (except  as  noted). 


During  the  first  quarter,  there  was  the  usual  seasonal  shift  in  the  owner¬ 
ship  of  funds,  as  the  privately-held  money  supply  dropped  about  3  billion 
dollars  or  1.7  percent,  largely  because  of  the  excess  of  Treasury  receipts  over 
expenditures.  But  during  the  second  quarter,  the  privately-held  money 
supply  increased  about  2.4  billion,  with  the  expansion  of  bank  loans  and 
investments  replacing  Treasury  cash  receipts  and  disbursements  as  the 
principal  factor  influencing  the  volume  of  funds  in  private  hands. 

Credit  policy.  Largely  because  private  borrowing  during  the  first  months 
of  1952  reflected  scant  evidence  of  current  inflationary  demand,  several 
credit  controls  which  had  been  put  into  effect  after  the  Korean  out¬ 
break  were  either  suspended  or  eased  during  the  period.  The  voluntary 
program  of  credit  restraint,  undertaken  by  banks  and  other  major  classes  of 
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financing  institutions  under  the  auspices  of  the  Federal  Reserve  System  to 
curb  lending  for  less  essential  purposes,  continued  actively  during  the  first 
few  months  of  1952.  Early  in  May,  the  National  Voluntary  Credit  Re¬ 
straint  CommUtec  took  action  to  place  the  program  on  a  stand-by  basis. 
Also  in  May,  the  Federal  Reserve  Board  susjx*nded  Regulation  W,  which 
applied  to  consumer  instalment  loans,  the  regulation  having  already  been 
considerably  relaxed  at  the  end  of  July  1951  as  a  result  of  congressional  ac¬ 
tion.  Regulation  X,  which  sjjecifies  minimum  downpayments  and  maxi¬ 
mum  maturities  for  mortgage  loans  on  new  houses  and  commercial  con¬ 
struction,  and  the  terms  of  Government-insured  or  guaranteed  loans  on  new 
or  old  houses,  was  eased  in  June. 

At  the  end  of  June,  in  renewing  the  Defense  Production  Act,  the  Congress 
terminated  the  authority  to  impose  controls  on  consumer  credit.  It  also 
provided  that  no  future  program  of  voluntary  credit  restraint  could  be 
approved  under  the  section  of  the  Act  which  had  supplied  the  legal  basis 
lor  the  voluntary  campaign  of  credit  curtailment  conducted  between  March 
1951  and  May  1952.  Furthermore,  the  amended  Act  limited  the  Presi¬ 
dent’s  pmwer  to  impose  regulations  on  residential  mortgage  credit  to  periods 
when  the  rate  of  housing  starts  exceeds  1.2  million  units  a  year.  The  rate 
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WHOLESALE  PRICES 


SOURCE:  DEPARTMENT  OF  LABOR. 


of  housing  starts  during  the  first  6  months  of  1952  was  below  that  level. 

There  were  no  changes  in  Federal  Reserve  bank  discount  rates  or  in  the 
reserve  requirements  of  member  banks.  Federal  Reserve  bank  holdings  of 
Government  securities  declined  1.5  billion  dollars  from  Deqember  1951  to 
the  end  of  May,  and  then  increased  0.6  billion  during  the  following  month, 
reflecting  in  part  the  Federal  Reserve  System’s  effort  to  assist  the  Treasury’s 
extensive  borrowing  operations.  (See  appendix  table  B-28.)  The  weekly 
average  of  Federal  Reserve  discounts  during  the  first  half  of  1952  was  180 
million  dollars  or  nearly  70  percent  above  the  first  half  of  the  preceding 
year.  Major  factors  in  the  increased  use  of  the  discount  privilege  by  mem¬ 
ber  banks  were  the  larger  reserves  made  necessary  by  the  expanded  volume 
of  deposits,  and  the  reduced  attractiveness  of  adjusting  reserve  positions 
through  sales  of  Government  securities  in  consequence  of  changes  in  Federal 
Reserve  open-market  policies. 

Prices.  The  price  record  of  the  half  year  reflected  substantial  stability 
on  two  counts:  the  narrowness  of  the  range  within  which  the  more  com¬ 
prehensive  indexes  of  prices  moved,  and  the  further  return  toward  the 
general  price  structure  prevailing  2  years  ago. 

The  prices  of  farm  products,  minerals,  and  other  raw  materials  traded 
on  the  organized  markets,  which  as  a  group  rose  most  in  the  post-Korean 
and  post-Chinese  surges  of  1950  and  early  1951,  fell  most  after  inflationary 
pressures  abated  in  the  spring  of  1951.  (See  charts  10  and  12.)  They 
lost  further  ground  during  the  first  half  of  this  year,  as  supplies  of  some 
metals  became  more  ample  and  some  farm  and  food  prices  weakened 

Table  5. — Changes  in  price  indexes:  spot  primary  market,  wholesale,  and  consumer^ 


Percentace  chance 


February  1951 
to 

June  1952  * 


-8.4 

-3.7 

-3.9 


February  1951 
to 

May  1953  > 


+.1 

+5.4 

+.5 


-1-5.0 


I  Korean  outbreak  to  latest  month  for  which  data  are  available. 

>  Qeneral  Cellinc  Price  Reculatlon  to  latest  month  for  which  data  are  available. 
<  Peroentaye  changes  based  on  dally  Indexes  for  the  middle  of  the  month. 

*  Percentage  changes  to  June  1953. 

Soaroe:  Department  of  Labor.  (See  appendix  tables  B-31  and  B-22). 


December  1951 
to 

June  1953 


December  195! 
to 

May  1952 


Farm  products . 

P*roceMed  foods . 

Other  than  farm  and  foods  (Industrial). 


June  1950 
to 

May  1952  > 


Consumers’  prices;  all  items. 


Food* . . . 

Apparel . 

Rent . . 

Fuel,  electricity,  and  rebigeratlon. 

Housefumishin^ . . 

Miscellaneous . . 
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moderately.  In  some  markets,  prices  may  once  again  have  overreacted 
to  a  change  in  the  business  situation,  falling  more  than  justified  by  the 
underlying  business  situation.  Evidences  of  this  began  to  appear  in  selected 
increases  during  May  and  June. 

The  Bureau  of  Labor  Statistics’  comprehensive  monthly  index  of  whole¬ 
sale  prices,  which  on  average  reflects  a  much  more  advanced  stage  of 
processing  and  distribution  than  the  daily  index,  continued  to  drift  down¬ 
ward  during  the  first  6  months  of  1952.  The  prices  of  both  industrial 
products  and  processed  foods  participated  in  the  slow  decline.  Farm 
prices  changed  directions  several  times,  but  in  June  were  still  below  the 
January  1952  level. 

As  shown  in  chart  11,  consumers’  prices  varied  little  during  the  first  6 
months  of  1952.  After  dipping  in  the  first  quarter,  they  registered  slight 
increases  in  April  and  May.  Most  of  the  variation  at  retail  was  in  food 
prices.  Rents  and  miscellaneous  items  continued  upward,  while  apparel 
and  housefumishings  prices  declined  perceptibly.  (See  appendix  table 
B-22.) 

The  interrelationships  of  prices  in  the  successive  raw  material,  process¬ 
ing,  and  distribution  stages  now  conform  more  closely  to  the  pre-Korean 
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CHART  12 


PRICE  TRENDS  SINCE  KOREA 

From  June  1950  to  early  1951,  consumers'  prices  rose  much  less  than 
prices  at  earlier  stages  of  production;  since  then,  while  consumers' 
prices  have  risen  further,  other  prices  have  fallen  back  into  roughly 
their  pre- Korean  relationship  with  prices  at  retail. 

INDEX,  JUNE  1950*  100  INDEX,  JUNE  I9S0>I00 


SOURCE:  department  OF  LABOR 


price  pattern  than  was  the  case  in  January  1951,  when  price  controls  were 
inaugurated.  This  is  strikingly  illustrated  in  chart  12.  The  fact  that  whole¬ 
sale  and  retail  prices  are  now  at  about  the  same  level  above  June  1950  casts 
doubt  on  the  familiar  notion  that  retail  prices  are  due  to  fall  soon  because 
of  the  general  easing  of  wholesale  prices  since  early  1951.  On  the  other 
hand,  it  does  not  follow  that  all  of  the  post-Korean  price  distortions  have  now 
been  removed.  Within  given  processing  and  distribution  levels — that  is,  in 
the  “horizontal”  dimension  of  the  price  structure — sharp  dilTerences  in 
prices  continued  during  the  first  half  of  1952,  when  measured  against  pre- 
Korean  levels.  Correspondingly,  there  were  diflferenccs  in  the  pressure 
exerted  on  ceilings. 

Price  control  during  the  first  half  of  the  year  was  primarily  a  matter  of 
adapting  regulations  to  this  mixed  market  exp)erience.  A  Bureau  of  Labor 
Statistics’  study  indicated  that  in  March,  for  example,  prices  of  commodities 
representing  85  percent  of  the  coverage  of  the  consumers’  price  index, 
including  some  prices  not  subject  to  control,  were  still  at  their  post-Korean 
peaks  or  within  5  percent  of  those  peaks.  In  such  tight  market  areas, 
the  Office  of  Price  Stabilization  continued  generally  to  hold  the  line, 
granting  increases  only  when  justified  under  its  standards  requiring  a 
limited  amount  of  cost  absorption.  An  increasing  number  of  demands 
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for  higher  ceilings  were  denied  under  the  chief  of  these  standards,  the  indus¬ 
try  earnings  standard :  where,  as  in  the  case  of  wholesale  and  retail  grocers, 
this  standard  required  moderate  increases,  they  were  granted.  In  soft  mar¬ 
ket  areas,  OPS  developed  a  ceiling-suspension  policy,  which  by  midyear 
had  been  used  in  about  20  cases,  including  fats  and  oils,  hides  and  leathers, 
wool,  raw  cotton,  all  textiles,  and  whiskey  and  wine.  The  suspension  tech¬ 
nique  is  described  in  the  discussion  of  price  and  wage  {X)licy  later  in  this 
Review. 

[yages.  Wages  continued  to  rise  at  nearly  the  same  pace  as  during  the 
second  half  of  1951.  The  rise  was  considerably  less  than  in  the  first  half 
of  1951.  In  June  1952,  average  hourly  earnings  in  all  manufacturing  in¬ 
dustries  were  about  1  percent  above  December  1951,  and  4  percent  above 
June  of  that  year,  with  wages  in  industries  manufacturing  durable  goods 
showing  slightly  greater  gains.  In  building  construction,  hourly  earnings 
in  May  were  less  than  1  percent  above  the  December  1951  average,  while  in 
retail  trade  the  increase  for  the  period  was  5  percent.'  The  trend  of  hourly 
earnings  in  current  and  constant  prices  is  shown  in  chart  13  for  selected 
industries.  (Also,  see  appendix  table  B-14.) 

The  Wage  Stabilization  Board,  during  the  first  6  months  of  1952,  con¬ 
tinued  to  review  collective  bargaining  agreements  for  their  consistency  with 
the  stabilization  program.  It  was  successful  in  handling  dispute  cases — 
with  one  notable  exception.  It  was  the  exception,  however — the  steel 
case — which  captured  public  attention. 

Wage  and  price  problem  in  steel.  By  June,  the  steel  dispute  had  already 
overhung  the  economy  for  6  months,  and  had  finally  resulted  in  the  strike 
which  the  Government  had  sought  to  avoid.  The  dispute’s  greatest  threat 
to  the  full-bodied  op>eration  of  the  economy  and  to  the  defense  program,  of 
course,  lay  in  the  loss  of  steel.  It  is  still  too  early  to  assess  the  full  impact  of 
the  stoppage  in  this  regard. 

On  the  wage  side,  the  recommendations  made  by  the  Wage  Stabilization 
Board,  which  were  announced  in  March,  related  to  a  number  of  different 
issues  involving  both  basic  wage  rates  and  fringe  benefits.  On  the  various 
specific  questions  at  issue,  the  recommendations  of  the  Wage  Stabilization 
Board  were  deemed  by  it  consistent  with  those  made  in  other  cases  on 
which  it  had  previously  passed.  The  steel  wage  demands  approved  by  the 
Board  had  counterparts  in  contracts  already  approved  for  other  major  in¬ 
dustries;  the  fringe  questions,  for  example,  had  not  been  open  for  bargaining 
in  the  steel  industry  since  1947.  The  individual  recommendations  thus 
could  be  more  accurately  interpreted  as  granting  “catching  up”  increases 
than  as  setting  a  new  pattern. 

On  the  price  side,  the  stabilization  program  became  an  obstacle  to' 
ready  acceptance  by  the  industry  of  the  wage  recommendations.  The 
industry  earnings  standard — the  fundamental  criterion  used  by  the  Office 
of  Price  Stabilization  for  determining  the  amount  of  cost  absorption  that 
It  is  fair  to  require  of  an  industry — already  had  been  used  to  deny  general 
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CHART  13 


AVERAGE  HOURLY  EARNINGS  -  selected  industries 

Average  hourly  earnings  hove  risen  substantially  since  Korea, 
but  in  most  industries  they  have  barely  kept  pace  with  the  cost 
of  living. 
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price  increases  in  many  instances  involving  higher  costs  resulting  from 
previous  wage  increases.  The  Government  held  that  steel  should  be  no 
exception,  particularly  in  view  of  the  price  increase  that  already  was  avail¬ 
able  under  the  Capehart  Amendment.  An  easy  and  sizable  break-through 
of  the  basic  stabilization  rules  in  the  steel  case  would  have  swung  ojaen  the 
gate  to  a  rush*  of  demands  for  price  increases  for  many  other  industries. 
Nonetheless,  the  Government  in  its  desire  to  end  the  stoppage  offered  price 
concessions  above  those  required  by  law  or  by  the  economics  of  the  situation. 

Trends  Within  Major  Sectors 

Consumers 

During  the  first  half  of  1952,  consumers  read  about  cuts  in  the  output 
of  many  goods  because  of  materials  shortages.  But  what  they  saw  in 
most  shojjs  and  display  rooms  did  not  seem  to  confirm  the  reports.  Con¬ 
sumers  continued  to  place  a  high  percent  of  their  income  in  cash  and  other 
liquid  assets  because  they  elected  not  to  spend — the  gcxxls  were  to  be  had. 

Personal  income.  Total  personal  income  (annual  rates,  seasonally  ad¬ 
justed)  continued  to  rise  during  the  first  half  of  1952,  although  at  a  less  rapid 
rate  than  in  either  half  of  the  preceding  year.  (See  table  6,  chart  14,  and 
appendix  table  B-7.)  The  rise  during  the  past  6  months  reflected  pri¬ 
marily  an  increase  in  salaries  and  wages;  business  and  professional  incomes, 
and  dividends  and  interest,  showed  moderate  gains.  Farm  income,  how¬ 
ever,  dropped  sharply  from  the  level  of  the  second  half  of  1951.  Personal 
income  after  taxes,  at  seasonally  adjusted  annual  rates,  fell  slightly  in  the 
first  quarter  of  1952.  But  in  the  second  quarter,  spendable  earnings  rose, 
with  the  result  that  for  the  half  year  disposable  personal  income  showed  a 
small  gain  over  the  second  half  of  1951. 

However,  the  purchasing  power  of  the  average  consumer  was  not  signifi¬ 
cantly  higher  than  a  year  earlier,  when  allowance  is  made  for  increased 
taxes,  higher  prices,  and  the  growth  in  population.  In  the  second  quarter 


Table  6. — Changes  in  personal  income 


Billions  of  dollars,  seasonally 
adjusted  annual  rates 

Percentage  change 

Source  of  Income 

1051 

1052, 

1051,  first 

1951,  second 

First 

half 

Second 

half 

first 

halfi 

half  to  1052, 

first  half 

half  to  1952, 
first  half 

Personal  Income:  total . 

249.0 

250.0 

263.5 

+5.8 

+1.7 

Salaries,  wages*  and  other  labor  income _ 

rropriftors*  income: 

167.4 

174.0 

178.2 

+6.5 

+2.4 

Farm . 

14.8 

16.4 

15.0 

+1.4 

+5.0 

-8.5 

Business  and  professional . . . 

26.1 

26.3 

27.4 

+4.2 

Kental  income . 

8.5 

9.2 

9.4 

+5.9 

+2.2 

I^vidends  and  personal  interest . 

20.0 

20.7 

21.0 

+5.0 

+1.4 

I'raasfrr  payments . 

12.3 

12.4 

12.5 

+1.6 

+.8 

‘  Estimates  bascKl  on  Incomplete  data;  by  Council  of  Economic  Advisers. 

Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source;  Department  of  Commerce  (except  as  noted). 
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PERSONAL  INCOME 

During  the  first  half  of  1952,  personal  income  increased  at  a  slower 
rate  than  in  the  preceding  6-month  period.  Most  of  the  increase 
was  in  wages  and  salaries.  Other  components  of  income  were  relatively 
stable,  except  farm  income,  which  declined. 
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of  1952,  per  capita  disposable  real  income — average  money  earnings  after 
taxes,  with  adjustment  for  price  changes — was  about  0.2  percent  above 
that  in  the  second  quarter  of  1951.  (Sec  appendix  table  B-10.) 

In  all  manufacturing  industries,  average  weekly  money  earnings  were  3 
percent  above  the  first  half  of  1951,  with  durable  goods  industries  showing 
a  greater  increase  than  industries  producing  nondurable  goods.  Although 
the  average  workweek  in  manufacturing  was  shorter  than  a  year  earlier,  the 
rise  in  hourly  rates,  though  moderate,  was  still  large  enough  to  lift  the  earn* 
ings  of  this  group  of  workers.  An  increase  in  the  average  workweek  of  those 
employed  in  construction,  together  with  a  rise  in  average  hourly  pay,  resulted 
in  an  8-percent  growth  in  weekly  earnings  from  the  first  half  of  1951  to  the 
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first  half  of  this  year.  (See  appendix  table  B-15.)  During  the  same  pe¬ 
riod,  weekly  earnings  in  wholesale  and  letail  trade  increased  2.5  percent 
and  5.0  percent  respectively.  (See  table  7.) 


Table  7. — Earnings  and  hours  in  manufacturing  and  building  construction  industries 


Item  and  industry 

ivt 
t  r  t 

l!Vi2. 
f  r  t 
l.a  > 

n  t 

.Amou-  t 

1  re 

Terre  tape 

WtfkI’i  earning»; 

All  tnanufftcturlny  Industries . 

I'd.  12 

77 

+f2. 35 

4-3.6 

Durable  eoods . . . . 

r9  11 

7t.;'4 

4-2.83 

44  1 

.V*.  •  0 

5i9. 8S 

+  1.  58 

-T2.  7 

Building  construction . 

79. 37 

85.79 

4-6.42 

4-8.1 

Hourij  rnrninpi: 

All  manufacturinit  Industries . 

1.  575 

1.6.'2 

4-077 

4-4.9 

Durable  coofls . . . . . . . 

I.rA5 

179 

4-  0S4 

4-5.1 

Nondurable  koo<1.s . . . 

1.  466 

1.529 

4-.  063 

4-4.3 

Building  construction . . 

2.  166 

2.279 

4-.  113 

4-5.2 

Hours 

Ungth  of  wnrkwttk- 

All  manuracturina  lndu.stries . . 

40  9 

40.4 

-0.5 

-1.2 

Durable  aoods _ _ 

41. R 

41  4 

-.4 

-1.0 

Nondurable  goods . 

30.8 

39  2 

-.6 

-1.5 

Building  constniction . . . . 

36.6 

37.6 

4-1.0 

4-17 

>  Estimates  ha.srd  on  Incomi'letr  data. 

Source:  Department  of  Labor.  (See  api)endlx  tabW  n-13,  B-14,  and  B-15.) 


Consumption  expenditures.  Although  the  steady  rise  in  disposable  per¬ 
sonal  income,  which  had  begun  in  the  fourth  quarter  of  1949,  was  inter¬ 
rupted  in  the  first  quarter  of  1952,  consumer  spiending  at  seasonally  adjusted 
annual  rates  rose  moderately  in  both  the  first  and  second  quarters.  A 
:  stronger  demand  for  nondurable  goods  and  for  services  accounted  for  all 
the  rise  during  the  first  quarter.  During  the  second  quarter,  buying  of 

Table  8. — Personal  consumption  expenditures 


(Billions  of  dollars,  seasonally  adjusted  annual  rates] 


Period 

Total 

Durable 

goods 

Nondurable 

goods 

Services 

1»S1:  First  half . 

207.5 

28.8 

112.3 

66.4 

208.4 

25.4 

114.7 

68.3 

I*S2:  First  half . 

214.1 

25.4 

118.2 

70.5 

IMl;  First  quarter . 

210.5 

31.3 

113.3 

65.9 

204.6 

26.3 

111.3 

66.9 

206.  4 

25.5 

113.  2 

67.6 

210.5 

25.3 

116.2 

69.0 

IW2:  First  ouartcr _ 

21.3.2 

25.2 

118.0 

70.0 

215.0 

25.5 

118.5 

71.0 

'  Estimates  based  on  Incomplete  data;  second  quarter  by  Council  of  Economic  Advisers. 
Source:  Department  of  Commerce  (except  as  noted). 
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durable  goods  also  increased,  partly  perhaps  because  of  the  suspension  of 
instalment  credit  regulations  early  in  May.  But  there  was  little  in  the 
modest  rise  in  consumer  spending  during  the  first  6  months  of  1952  to 
encourage  merchants  to  reverse  the  policy  of  stabilizing  inventories  or  of 
letting  them  run  down  further  from  the  worrisome  heights  of  the  second 
quarter  of  1951.  (See  table  8  and  appendix  table  B-4.) 


Table  9. — New  housing  starts 
[Thousands  of  nonfann  dwelling  units] 


Period 

Total 

Private 

Public 

1850:  Total . 

1,390 

1,352 

41 

First  half . . . 

706 

666 

t 

Second  half . . . . . 

690 

656 

35 

1951:  Total . 

1,091 

1,020 

71 

First  half . . . . . . 

590 

529 

61 

Second  half - - - - - 

501 

461 

10 

1952:  First  half. . . . - . 

668 

624 

44 

Note.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source:  Department  of  Labor. 


The  demand  for  housing  continued  strong.  Although  the  number  of 
houses  started  in  January  1952  was  substantially  lower  than  in  the  same 
month  of  1951,  the  number  of  starts  rose  enough  thereafter  to  make  the 
total  for  the  first  half  of  1952  only  about  4  percent  below  that  for  the  com¬ 
parable  period  of  last  year.  ( See  table  9  and  chart  15.) 

Personal  saving.  Personal  saving  declined  somewhat  during  the  first  half 
of  1952,  and  in  the  second  quarter  was  at  the  seasonally  adjusted  annual 
rate  of  about  7  percent  of  disposable  income,  compared  with  more  than 
9  percent  during  the  second  half  of  1951.  The  more  rapid  rise  in  consumer 
debt,  which  is  a  form  of  dissaving,  was  an  important  factor  contributing  to 
the  increase  in  consumer  spending  relative  to  disposable  income.  There 
was  also  less  net  investment  by  unincorporated  firms  and  farms  in  tangible 
business  assets,  especially  in  inventories.  Investment  by  these  enterprises 
in  plant,  equipment,  and  inventories,  less  allowance  for  depreciation  and  for 
debt  incurred  in  acquiring  the  assets,  is  one  of  the  components  of  personal 
saving,  as  the  term  is  generally  used.  (See  appendix  table  B-9.) 

Consumer  debt  and  residential  mortgage  debt.  Total  consumer  credit 
declined,  largely  for  seasonal  reasons,  during  the  first  quarter,  and  expanded 
at  an  accelerated  rate  in  the  second.  Instalment  credit,  which  largely 
determines  the  movement  of  total  consumer  credit,  fell  about  350  million 
dollars  during  the  January-March  quarter,  and  then  climbed  steadily, 
reaching  by  the  end  of  June  a  level  nearly  600  million  or  4  percent  above  that 
of  December  1951.  The  sharp  upturn  in  instalment  credit  during  the 
second  quarter  was  partly  seasonal,  but  it  reflected  also  the  suspension  of 
Regulation  W  early  in  May.  During  the  first  half  of  1951,  consumer 
credit  had  dropped  more  than  800  million  dollars,  or  4  percent,  with  instal- 
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NEW  HOUSING  STARTS 

New  housing  starts  In  the  first  half  of  this  year  came 
to  an  estimated  567,500,  exceeding  the  last  half  of 

1951  by  about  13  percent  but  falling  about  4  percent 
below  the  first  half  of  lost  year. 
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ment  credit  accounting  for  500  million  dollars  of  the  decline.  (See  chart 
16  and  appendix  table  B-25. ) 

Individuals  continued  to  add  to  their  nonfarm  mortgage  debt,  at  nearly 
the  same  rate  as  in  1951.  By  the  end  of  June,  total  mortgages  of  $20,000 
or  less  were  about  3.5  billion  dollars,  or  6.5  percent  above  December  1951. 
The  increase  during  the  comparable  period  a  year  earlier  was  about  7.5 
percent. 

Business 

Business  as  a  whole  was  good  in  the  first  half  of  1952.  The  general 
condition  was  indicated  by  the  total  national  output  and  employment 
figures  already  cited:  moderate  expansion  at  high  levels.  Business  con¬ 
tinued  to  make  longer-term  investments  at  record  rates,  and  foimd  ample 
funds  to  finance  them.  But  as  in  the  preceding  half  year,  the  prosperity 
reflected  in  production,  sales,  and  price  data  was  not  evenly  distributed, 
and  in  some  industries  downward  adjustments  were  made  in  output  and 
employment.  Moreover,  reduction  in  the  rate  of  inventory  accumulation 
helped  to  obscure  the  strength  of  final  demand. 

The  economy,  inherited  from  1951,  was  a  mixed  terrain  of  hard  and  soft 
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CONSUMER  CREDIT 


Total  consumer  credit  outstanding,  ofter  declining  seasonally 
during  the  first  quarter  of  1952,  rose  at  an  accelerating  rate 
during  the  second  quarter.  The  increase  was  largely  in 
instalment  credit. 
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markets,  with  hardness  concentrated  In  fields  most  closely  related  to  the 
'  defense  elTort,  and  with  softness  conspicuous  in  some  businesses  producing 
consumers*  goods.  For  the  most  part,  this  continued  to  be  the  situation 
during  the  past  6  months,  although  some  hard  areas — which  tended  also 
to  be  the  “hard  goods” — showed  some  signs  of  softening,  while  some 
soft  areas  revealed  an  inclination  to  harden. 

Production,  sales,  and  prices  in  major  business  areas.  In  agriculture,  the 
present  expectation  is  that  the  combined  output  of  crops  and  livestock 
products  in  1952  will  be  from  3  to  5  percent  higher  than  in  1951,  a  year 
of  near  record  production.  Agricultural  marketings  in  the  first  half  of 
1952  were  about  6  percent  higher  than  in  the  first  half  of  1951,  with  sub¬ 
stantial  increases  for  both  crop  and  livestock  products.  Although  prices 
received  by  farmers  averaged  somewhat  lower  than  a  year  earlier,  cash 
receipts  were  up  about  3  percent  because  of  the  higher  marketings.  Farm 
production  costs  rose  fairly  steadily  throughout  the  past  year.  Prices  paid 
by  farmers  for  production  items,  including  interest,  taxes,  and  wage  rates, 
averaged  about  3  percent  higher  in  the  first  half  of  1952  than  in  the  same 
period  of  1951.  The  parity  ratio  averaged  101  in  the  first  half  of  this  year, 
compared  with  110  in  the  first  half  of  1951,  and  97  in  June  1950.  (See 
appendLx  table  B-23.) 

The  output  of  manufactured  durable  goods  averaged  about  the  same 
during  the  first  6  months  of  this  year  as  a  year  earlier.  A  high  and  steady  rate 
of  sales  was  maintained  in  the  first  5  months  of  1952,  averaging  on  a  season¬ 
ally  adjusted  basis  6  percent  higher  than  in  the  last  half  of  1951  and  3  percent 
higher  than  in  the  first  half  of  that  year.  The  pace  at  which  new  orders 
continued  to  reach  producers  of  durable  goods,  especially  manufacturers  of 
capital  goods,  has  prevented  any  reduction  of  their  record  backlog  of  unfilled 
orders,  and  serves  as  a  base  for  near-pcak  production  for  several  months 
to  come.  Manufacturers’  prices  for  most  of  these  goods  continued  to  press 
against  ceilings,  and  in  some  cases  ceilings  were  increased  slightly.  Costs 
also  advanced  moderately,  although  lead,  zinc,  and  some  other  materials 
previously  in  short  supply  became  available  at  lower  prices. 

During  the  first  half  of  1952,  both  production  and  sales  of  manufacturers 
of  nondurable  goods,  seasonally  adjusted,  were  lower  than  the  year  before, 
but  edged  somewhat  above  the  second  half  of  1951.  Because  of  its  central 
place  in  1951  soft  market  developments,  the  textile  and  apparel  field 
attracted  much  interest.  There  was  evidence  of  a  gradual  recovery  from 
the  low  reached  late  in  1951.  Wholesale  prices  for  textiles  and  apparel, 
however,  continued  to  sag  throughout  the  half  year.  This  was  the  United 
States  manifestation  of  a  world-wide  slump  in  textiles. 

Wholesale  sales,  seasonally  adjusted,  were  below  last-half  of  1951  levels. 
Retail  sales  were  higher  than  in  the  first  half  of  1951.  (See  appendix  table 
B-19.)  While  there  was  no  substantial  difference  between  the  behavior  of 
durable  goods  and  nondurable  goods,  the  markets  for  the  former  showed 
relatively  greater  improvement  in  the  second  quarter.  R.etail  food  sales 
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CHART  17 


advanced  slightly  as  volume  was  maintained  at  high  1951  levels,  and  prices, 
while  moving  erratically,  tended  upward,  partly  because  of  the  continued 
increase  in  food  marketing  costs  during  the  past  year. 

Inventories.  From  the  middle  of  1951  through  the  first  quarter  of 
this  year,  one  of  the  principal  dampeners  in  the  economy  was  the  swift 
drop  in  the  rate  at  which  business  was  adding  to  inventories.  (See  chart 
17.)  By  the  second  quarter  of  1952,  when  inventory  accumulation  was 
replaced  by  liquidation,  it  seemed  clear  that  this  offset  to  the  increasing 
expenditures  in  other  sectors  of  the  economy  had  largely  spent  itself.  The 
counterinflationary  action  of  the  fall  in  the  rate  of  inventory  growth  can 
too  easily  pass  unnoticed,  if  attention  is  focused  only  on  the  rate  of  accumu¬ 
lation  of  inventories  in  any  period,  and  not  on  the  interperiod  changes  in 
the  rate  of  accumulation.  Both  series  are  shown  in  table  10. 

Generally  speaking,  the  volume  of  business  inventories  seems  to  have 
approached  a  more  normal  relationship  to  sales  during  the  first  half  of 
1952.  During  the  first  5  months  of  the  year,  retail  stocks  showed  little  net 
change.  Wholesale  inventories  edged  downward  during  the  first  half  of 
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Table  10. — Accumulation  of  business  inventories 
(Billions  of  dollars,  seasonally  adjusted  annual  rates] 


IMl:  First  quarter... 
Second  quarter. 
Third  quarter.. 
Fourth  quarter. 


Quarter 


Net 

business 

Inventory 

aocumulf^ 

tlon 


ChanKe 

from 

preceding 

quarter 


10.3  -3.3 

15.3  +S.0 

8.0  -7.4 


6.8  -3.1 


1*52:  First  quarter - 

Second  quarter  ■. 


.6 


-1.5 


-8.2 

-3.1 


I  Preliminary  estimates  based  on  incomplete  data;  by  Council  of  Economic  Advisers. 
Source:  Department  of  Commerce  (except  as  noted). 


1952,  but  manufacturing  inventories  remained  fairly  stable  until  the  lat¬ 
ter  part  of  the  second  quarter,  when  steel  inventories  were  drawn  down 
substantially.  Examination  of  industry  data  suggests  that  the  increase 
was  concentrated  in  defense  industries,  where,  despite  the  excessive  growth 
of  many  materials  stocks  in  1951,  the  accumulation  of  goods  in  process 
caused  a  net  gain  during  the  half  year.  As  can  be  seen  in  table  1 1,  by  May 
the  ratios  of  inventories  to  sales  (seasonally  adjusted)  in  both  wholesale 
and  retail  trade  were  approaching  the  levels  of  December  1950,  when  the 
second  wave  of  heavy  post-Korean  inventory  buying  was  only  beginning. 
The  ratio  of  manufacturers’  inventories  to  sales,  although  substantially 
below  that  of  last  December,  was  well  above  the  level  of  December  1950. 
This  is  probably  accounted  for  in  large  part  by  the  growth  of  defense-related 
inventories,  particularly  goods  in  process.  (See  app>endix  table  B-19.) 


Table  11. — Business  inventories  and  sales 
[Adjusted  for  8ea.<ona]  variation] 


1960 

1951 

May 

1953 

Item 

June 

Decem¬ 

ber 

June' 

Decem¬ 

ber 

BBlioru  of  doUarit; 

Inventories:  •  total . . . 

62.8 

oa4 

60.4 

7ai 

70.0 

Manufacturing . . 

39.1 

33.3 

39.0 

4X0 

4X6 

Wholesale  trade . . . 

8. 1 

9.4 

10.3 

10.0 

9.5 

Retail  trade... . 

15.0 

17.8 

20.3 

18.1 

18.1 

Sales:  *  total  .. 

39.2 

42.2 

43.1 

41.6 

44.5 

Manufacturing . 

19.3 

21.0 

22.1 

20.8 

23.0 

Wholesale  trade . 

7.9 

8.6 

8.7 

8.5 

8.4 

Retail  trade . 

13.1 

12.6 

1X2 

1X3 

1X1 

Ratio  of  inventories  to  sales;  *  total _ _ 

1.35 

1.43 

1. 61 

1.68 

1.67 

Manufacturing . 

1.51 

1.58 

1.76 

X03 

1.85 

hole<;ale  trade .  . 

1.03 

1.09 

1.17 

1.17 

1.14 

Retail  trade _ 

1.29 

1.41 

1.66 

1. 47 

1.38 

1 2®®^  value,  end  of  period. 

■  Total  for  month. 

Ratio*  based  on  unrounded  < 


Source:  Department  of  Commerce. 


(See  appendix  table  B-10.) 
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Business  investment  in  construction  and  equipment.  Business  spending 
on  productive  facilities  remained  high  in  the  first  half  of  1952.  Expendi¬ 
tures  for  producers’  durable  equipment  exceeded  those  in  the  first  half  of 
1951  somewhat  and  those  in  the  second  half  slightly,  with  the  gains  appear¬ 
ing  outside  agriculture.  Farm  construction  outlays  during  the  past  6  months 
were  slightly  below  the  level  of  1951.  Industrial  construction  declined 
in  the  first  half  of  1952,  but  in  the  second  quarter  was  still  well  above  the 
level  of  the  second  quarter  of  1951.  Expenditures  for  commercial  and 
recreational  construction  in  the  first  6  months  of  1952  remained  low.  (See 
chart  17  and  appendix  table  B-5.) 

Total  “plant  and  equipment”  outlays  by  nonagricultural  business  for  the 
first  half  of  this  year  were  1 1  percent  above  the  level  of  the  first  6  months 
of  1951,  and  there  was  only  a  small  drop  from  the  record  reached  in  the 
second  quarter  of  that  year.  The  course  of  capital  outlays  since  1950  in  a 
number  of  important  industries  is  depicted  in  chart  18.  (See  appendix 
table  B-18.) 

As  noted  in  previous  reviews,  the  sharp  rise  in  investment  in  defense  and 
defense-supporting  industries  since  the  outbreak  of  the  Korean  war  has 
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For  the  first  half  of  1952,  new  construction-  expenditures,  seasonally 
adjusted,  exceeded  those  of  the  second  holt  of  1951  by  about  8  per¬ 
cent.  Private  nonfarm  residential  construction  has  held  fairly 
steady  during  the  first  half  of  this  year. 
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SOURCE:  DEPARTMENT  OF  COMMERCE. 


Business  funds  from  external  sources.  Business  borrowing  from  com¬ 
mercial  banks  declined  during  the  first  half  of  1952,  in  contrast  with  a 
substantial  rise  in  the  comparable  period  of  the  year  before.  In  the  first 
quarter  of  1952,  there  was  little  change  in  outstanding  commercial  and 
industrial  loans.  (See  table  14.)  Typically  moderate  seasonal  repayments 
by  commodity  dealers  and  manufacturers  of  food  and  tobacco  products 
were  offset  by  increased  lending  to  defense-related  industries  and,  in  March, 
to  firms  needing  funds  to  pay  income  taxes.  During  April  and  May,  heavier 
seasonal  repayments,  and  a  leveling  off  of  loans  to  producers  of  metals  and 
metal  products  and  other  firms  associated  with  defense  activities,  resulted 
in  a  decline  in  outstanding  business  loans.  The  situation  was  reversed  in 
June,  with  borrowing  for  the  payment  of  taxes  the  chief  factor  in  a  sub¬ 
stantial  rise  in  business  loans,  limiting  the  second  quarter  drop  to  600 
million  dollars. 

Table  14. — Business  loans  of  all  commercial  banks  ^ 


End  of  iwrlod 


Amount 
(billions  of 
dollars) 


Peroentafre 
chanf’c  from 
preceding 
period 


(/! 


.e 

'I 


I 

5 

! 

I 

i 


IDJl:  First  quarter... 
Second  quarter. 
Third  quarter.. 
Fourth  quarter. 


23.7 

23.7 

24.5 

25.0 


+&2 

.0 

+3,4 

+4.7 


1952;  First  quarter... 
Second  quarter. 


25.  S  -.4 

25.2  -2.3 


I  Excludes  agricultural  loans. 

Source.  Board  of  Governors  of  the  Federal  Beserve  Eystrm.  (See  appendli  table  B-26.) 


During  the  first  half  of  1952,  total  uses  of  funds  by  nonfinancial  corpora¬ 
tions  were  less  than  half  the  volume  in  the  first  half  of  1951,  principally 
because  of  the  tremendous  drop  in  investment  in  inventories,  which  alone 
accounted  for  80  percent  of  the  decline  in  total  uses.  Partly  reflecting  the 
change  in  the  rate  of  inventory  accumulation,  corporations  added  only  0.2 
billion  dollars  to  their  bank  loans  during  the  first  6  months  of  1952,  com¬ 
pared  with  2.4  billion  during  the  first  6  months  of  the  preceding  year. 
However,  because  of  larger  outlays  for  plant  and  equipment,  corporate  net 
issues  of  new  securities  during  the  past  half  year  totaled  nearly  4  billion 
dollars,  or  20  percent,  more  than  in  the  first  half  of  1951.  (See  chart  20 
and  appendix  table  B-37.) 

Business  earnings.  Total  earnings,  before  taxes,  of  farms,  unincorporated 
businesses,  and  the  professions,  at  seasonally  adjusted  annual  rates,  declined 
irioderately  during  the  first  half  of  1952,  returning  to  the  level  of  the  first  half 
of  1951.  (See  appendix  table  B-6.) 

It  is  estimated  that  corporate  profits  before  taxes  (unadjusted  for  change 
in  the  value  of  inventories)  rose  slightly  during  the  first  half  of  1952,  but 
remained  well  below  the  level  of  the  comparable  p>eriod  a  year  earlier. 
Corporate  profits,  at  seasonally  adjusted  annual  rates,  were  about  41  billion 
dollars  during  the  past  6  months,  around  6  billion  dollars  or  12  percent 

209722—62 - 6  59 


I 


been  assisted  by  the  granting  of  rapid  tax  amortization  and  other  Federal 
aids  to  such  industries,  and  by  the  channeling  of  necessary  materials  to  them 
through  allocations.  Table  12  shows  the  extent  and  status  of  programs 
aided  by  accelerated  amortization. 

Table  12. — Progress  on  facilities  projects  aided  by  tax  amortization 


Npcesslty  certificates 
approved  through 
June  ao,  1952 


AU  industries. 


Iron  and  steel _ _ _ 

Coke  and  byproducts . 

Railroads _ _ 

Great  Lakes  transportation . 

Petroleum  refining _ 

Welded  and  heavy  riveted  pipe _ 

Aircraft,  ordnance,  and  accessories _ 

Electric  light  and  power _ 

Aluminum  (primary  refining) . 

Machinery . . . 

Chemicals  (eicluding  synthetic  fibers). 
Pulp,  paper,  and  allied  products _ 

All  other . . . . 


I  Value  put  in  place  as  estimated  by  reporting  firms  at  the  end  of  March  1952. 

Source:  Defense  Production  Administration. 

Expansion  goals  have  been  set  for  about  135  industries  or  products.,  1 
On  the  whole,  progress  has  been  encouraging,  as  may  be  seen  in  table  13. 
The  substantial  progress  made  in  iron  and  steel  and  aluminum  was  reflected  ■ 
in  increased  allotments  for  the  second  quarter  of  1952  to  virtually  the  whole  J 
range  of  nondefense  industries.  The  problem  of  copper  supplies  remains  j 
one  of  the  most  intractable.  Supplies  can  be  supplemented  through  , 
substitution  programs,  or  increased  through  imports  and  longer-range  dis-  \ 
coveries  and  improvements  in  mining  techniques.  The  recent  limited 
relaxation  of  price  ceilings  for  coppier  products  containing  high-priced  |  i 
imported  Chilean  coppier  indicates  the  continued  pressing  need  for  copper,  f  ^ 
(See  chart  19  and  appendix  table  B-17,  for  consolidated  data  on  total  con-,- 
struction  activity.)  | 

Table  13. — Estimated  increases  in  capacity  for  manufacturing  industries 


Percentagp  InrrpaM 
from  1950  to— 


All  manufacturing  industries  ‘. 


Automobiles . 

Transport  equipment. 
Electrical  machinery.. 

Other  machinery _ 

Chemicals _ 

Steel _ 

Petroleum  refining _ 


I  Also  Includes  some  industries  not  shown  in  this  table. 
Source:  McOraw-HUl  Publishing  Company  (February  1052). 
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below  the  record  level  of  the  first  6  months  of  1951,  but  slightly  above  thcj 
rate  of  the  second  half  of  that  year.  Corporate  profits  after  taxes  (unad-^ 
justed  for  change  in  the  value  of  inventories)  were,  it  is  estimated,  at  abou!|- 
the  same  annual  rate  in  the  first  half  of  1952  as  in  the  second  of  1951,  but 
2.7  billion  dollars  or  13  percent  below  the  first  half  of  last  year.  (See  appcc  i; 
dix  table  B-32.)  ^ 


Government  fiscal  operations 

The  government  sector  of  the  economy  continued  to  expand  in  botl 
absolute  and  relative  size  during  the  first  half  of  1952.  Purchases  of  goods 


DEPRECIATION 

RESERVES 


I  1951,  t$l  Holf 
^  1952,  l$t  Holf-!/ 


OTHER  SOURCES 
(eXTERNAL) 


CHANGE  IN 
INVENTORIES 


1/  MOriTt  ESTIMJkTCS  ro«  FIRST  HALF  OF  ItSt  RY  COUNCIL  OF  ICONOHIC  AOVISCRS. 

1/  LESS  THAN  SO  MILLION  DOLLARS. 

NOTE:  EXCLUDES  FINANCIAL  CORFORATIONS. 

SOURCE:  department  OF  COMMERCE  ESTIMATES  BASED  ON  SECURITIES  AND  EXCHANGE 
COMMISSION  AND  OTHER  FINANCIAL  DATA  (EXCEPT  AS  NOTED). 


SOURCES  AND  USES  OF  CORPORATE  FUNDS 


During  the  first  holf  of  1952,  inventory  occumulotion  by  corpora¬ 
tions  wos  nearly  8  billion  cJoHars  or  94  percent  lower  thon 
during  the  first  holf  of  1951.  On  balance,  external  sources 
supplied  corporotions  with  virtually  no  funds,  compared  with  more 
thon  50  percent  of  the  total  funds  used  o  yeor  earlier. 


1951,  Itf  Holf 
^  1952,  Isf  Holt 
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and  services  by  Federal,  State,  and  local  governments  accounted  for  22 
percent  of  the  gross  national  product  in  this  period,  compared  with  21 
percent  in  the  previous  half  year,  and  about  15  prercent  in  the  first  half  of 

1950  immediately  preceding  the  Korean  outbreak.  These  percentages  are 
exclusive  of  expenditures  for  interest  on  the  public  debt  and  other  transfer 
payments.  Government  revenues  also  increased  in  absolute  amounts  and 
in  relation  to  the  gross  national  product.  Throughout  most  of  the  period 
since  mid- 1950,  tax  liabilities  have  been  a  higher  percentage  of  the  gross 
product  than  at  the  peak  of  World  War  II.  However,  the  percentage 
represented  by  exjx*ndltures  has  remained  at  less  than  half  the  war  peak. 

Seasonal  influences,  combined  with  the  tax  increases  imposed  by  the  Rev¬ 
enue  Act  of  1951,  were  the  chief  factors  which  caused  Federal  receipts  to 
move  up  faster  than  expenditures  in  the  first  half  of  1952.  The  result  was 
a  surplus  of  5.7  billion  dollars  in  the  consolidated  cash  accounts  of  the 
Federal  Government.  (See  appendix  table  B-31.)  This  surplus  was  slightly 
larger  than  the  cash  deficit  in  the  preceding  6  months.  The  receipts  and 
expenditures  of  State  and  local  governments  fluctuated  within  a  rather 
narrow  range  during  the  past  year.  Present  estimates  indicate  a  small  cash 
deficit  at  the  State-local  level  during  July-Deccmber  1951,  and  an  even 
smaller  cash  surplus  in  the  first  6  months  of  1952. 

Review  of  fiscal  year  1952.  The  Federal  Government  ended  the  fiscal 
year  1952  with  a  budget  deficit  of  4.0  billion  dollars,  which  is  4.2  billion  less 
than  the  estimate  presented  in  the  President’s  January’  Budget  Message. 
Budget  expenditures  totaled  66.1  billion  dollars  for  the  fiscal  year,  and 
receipts  62.1  billion.  These  results  were  4.8  billion  dollars,  or  almost 
7  percent,  below  the  January  estimate  for  expenditures,  but  they  were  within 
0.6  billion  dollars,  or  1  percent,  of  the  estimate  for  receipts. 

Budget  expenditures  rose  by  21.5  billion  dollars,  comparing  the  fiscal  years 

1951  and  1952,  and  receipts  rose  by  14.0  billion  dollars.  As  shown  in 
chart  26,  the  national  security  programs  accounted  for  almost  the  full  rise 
in  total  Federal  expenditures.  Budget  expenditures  for  purposes  other 
than  national  security,  veterans,  and  interest  on  the  public  debt,  were  higher 
in  the  fiscal  year  1952  than  in  1951,  but  lower  than  in  1950.  The  growth 
in  budget  receipts,  comparing  1952  with  1951,  reflected  larger  revenues  as 
a  result  of  both  the  expansion  of  dollar  volume  of  business  activity  and  the 
substantially  higher  tax  rates  imposed  by  the  three  revenue  acts  enacted 
during  the  past  2  years.  Altogether,  these  revenue  measures  increased  tax 
liabilities  by  about  15  billion  dollars  a  year  at  calendar  year  1951  income 
levels,  but  some  of  the  additional  yield  from  the  higher  rates  will  not  be  re¬ 
ceived  until  the  fiscal  year  1953.  All  but  about  1  billion  dollars  of  the 
estimated  increase  from  the  legislation  in  1950  and  1951  is  due  to  higher 
ta.xes  on  individual  and  corporation  incomes. 

In  tables  15  and  16,  Federal  cash  payments  to  the  public  during  the  past 
3  fiscal  years  are  classified  by  major  functions,  and  cash  receipts  from  the 
public  are  classified  by  the  chief  revenue  sources.  Apart  from  the  large 


Total  Federal  cash  payments . 

Military  services . . . 

International  security  and  foreign  relations . 

Veterans’  services  and  benefits . 

Soefol  security,  welfare,  and  health . 

Agriculture  and  agricultural  resources . 

Interest . 

Other  payments . 

Deductions  from  Federal  employees’  salaries  for 

retirement . 

Clearing  account  for  outstanding  checks  and  tele¬ 
graphic  reports . 

Adjustment  to  Dally  Treasury  Statement  * . 


Major  national  security  programs 


*  Data  for  fiscal  years  1960  and  1951  are  obtained  from  the  U.  8.  Treasury  Combined  Statement  of  Il'crlpa 
Expenditures,  and  Balances  and  are  adjusted  in  total  to  the  Dally  Treasury  Statement.  Data  for  fiscal  yat 
1952  are  estimated  directly  from  the  Daily  Treasury  Statement. 

*  Estimates  based  on  incomplete  data. 

*  See  footnote  1 . 

*  Includes,  in  addition  to  cash  payments  for  military  services  and  Inteniational  security  and  foreign  » 
lations,  payments  for  the  following  programs,  not  shown  separately  in  the  table:  atomic  cnerg}',  iiii  rchai: 
marine,  promotion  of  defense  production  and  economic  stabilixation,  and  civil  defense. 

Notk.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 

Source:  Bureau  of  the  Budget. 

increase  in  expenditures  for  the  national  security  programs  in  the  fiscal 
year  1952  compared  with  the  previous  year,  there  were  higher  outlays  fcf 
social  security  and  railroad  retirement,  and  increases  in  agricultural  pay¬ 
ments.  The  latter  payments,  however,  were  less  than  two-fifths  as  large 
as  in  the  fiscal  year  1950.  In  the  case  of  receipts,  the  increases  from  19.')1 
to  1952  were  centered  in  the  direct  taxes  on  individuals  and  corporation! 


Table  16. — Federal  cash  receipts  from  the  public  by  source  ‘ 


(Billions  of  dollars] 


Total  Federal  cash  receipts . 

Direct  taxes  on  individuals . 

Direct  taxes  on  corporations . . . 

Employment  taxes . . . 

Excises  and  customs . 

Deposits  by  States,  unemployment  insurance 

Veterans’  life  insurance  premiums . 

Other . 

Less:  Refunds  of  receipts . 


Fiscal  year  19.12 


July-  Janusrj' 
Total  •  December  Juw 
1951  1992' 


t  Data  are  on  a  Daily  Treasury  Statement  basis. 

>  Estimates  based  on  incomplete  data. 

Note.— Detail  arill  not  necessarily  add  to  totals  because  of  rounding. 
Source:  Bureau  of  the  Budget. 
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and  the  employment  taxes.  The  largest  percentage  change  in  cash  re¬ 
ceipts  since  the  fiscal  year  1950  has  been  in  the  direct  taxes  on  corpora¬ 
tions.  This  is  accounted  for  by  the  substantial  increases  in  both  corporate 
profits  and  tax  rates. 

Economic  impact  of  Federal  fiscal  operations.  The  economic  impact  of 
Federal  fiscal  operations  cannot  be  gauged  accurately  from  the  changes 
shown  in  the  conventional  administrative  budget.  This  budget  excludes  in 
irccipts  and  expenditures  the  operations  of  the  trust  funds,  which  have  had 
a  substantial  net  accumulation  of  funds  during  recent  years.  Moreover,  the 
administrative  budget  includes  large  noncash  items,  such  as  interest  accruals 
on  outstanding  U.  S.  savings  bonds,  interest  paid  on  securities  held  by  the 
trust  accounts,  and  transfers  from  the  general  accounts  to  the  trust  accounts. 

The  consolidated  cash  budget  has  the  important  advantage  of  presenting 
the  combined  results  of  all  cash  income  and  outgo  of  the  Treasury,  apart 
from  sales  and  redemptions  of  Government  securities.  Transfers  from  one 
Treasury  account  to  another  do  not  appicar  in  the  cash  budget.  For  these 
reasons,  the  cash  budget  provides  a  better  indication  of  the  impact  of  Fed¬ 
eral  fiscal  opicrations  on  the  flow  of  income  and  purchasing  power  than  is 
provided  by  the  administrative  budget.  As  shown  in  table  1 7,  both  receipts 
and  expenditures  are  higher  on  a  cash  basis  than  on  the  conventional  budget 
basis.  There  was  a  cash  surplus  of  0.1  billion  dollars  in  the  fiscal  year  1952, 
compared  with  a  budget  deficit  of  4.0  billion.  The  difference  of  4.1  billion 
dollars  represents  mainly  the  net  cash  accumulation  in  the  trust  funds,  and 
the  interest  accrual  on  outstanding  savings  bonds. 


Table  17. — Federal  Government  fiscal  operations 
(Billions  of  dollars] 


Fiscal  reor^lOSS 


Fiscal  Fiscal 
year  year 
IttSO  1061 


Administrative  budget: 

Receipts . 

Expenditures . 

Surplus  or'deflcit  (— ) . 

ConsoUdated'eash  budget: 

Cssh  reoelpts _ ..... _ _ _ _ 

Cash  payments _ _ _ 

Cssh  surplus  or  deficit  (— ) . . . 


'  Estimates  based  on  Inoomplete  data. 

Sources:  Treasury  Department  and  Bureau  of  the  Budget. 


The  near  balance  in  the  cash  accounts  in  the  fiscal  year  1952  contrasts 
With  a  cash  surplus  of  7.6  billion  dollars  in  the  preceding  fiscal  year.  (See 
chart  21.)  During  the  2  -year  period,  therefore,  there  was  a  net  shift  of 
substantial  size  in  the  cash  budget  position  of  the  Federal  Government.  In 
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the  fiscal  year  1951,  Federal  taxes  reduced  private  income  by  more  than 
Federal  expenditures  added  to  it;  in  the  fiscal  year  just  closed,  the  Govern¬ 
ment’s  fiscal  operations  seem  to  have  been  close  to  neutral  in  their  efTect 
upon  the  availability  of  income  for  private  spending  or  saving.  However, 
the  effect  of  the  substantial  increase  in  Government  expenditures  in  the 
fiscal  year  1952  was  to  augment  the  total  demand  for  goods  and  services 
produced  by  the  economy. 

Public  debt  operations.  The  public  debt  remained  virtually  unchanged 
on  balance  in  the  first  half  of  1952.  Most  of  the  budget  surplus  was  added 
to  the  Treasury’s  cash  balance  in  its  general  fund,  in  anticipation  of  the 
substantial  deficit  estimated  for  the  second  half  of  the  calendar  year. 

The  Treasury  engaged  in  substantial  new  borrowing  activities  during 
second  quarter.  The  volume  of  3-month  Treasury  bills  was  increased,  and. 
in  May,  2^  percent  nonmarketable  bonds  of  the  type  first  issued  in  Marc 
1951  were  offered  (with  minor  exceptions)  to  nonbank  investors,  who  were 
given  the  right  to  turn  in  certain  marketable  bonds  in  payment  for  up  to 
three-fourths  of  their  subscriptions.  In  June,  the  Treasury  offered,  for  cash 
subscription  only,  a  2^4  percent  marketable  6-year  bond.  The  amount 
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The  virtual  balance  in  the  cash  accounts  in  the  fiscal  year  1952 
is  in  sharp  contrast  to  the  large  cash  surplus  in  the  preceding 
fiscal  year.  Cash  receipts  rose  by  almost  equal  amounts  in 
eoch  year,  but  cash  expenditures  rose  by  much  more  in  1952 
than  in  1951. 


SOURCES;  TREASURY  DEPARTMENT  AND  BUREAU  OF  THE  SUOOET. 
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initially  announced  as  approximately  3J4  billion  dollars,  was  the  largest 
cash  offering  of  Government  securities  since  the  end  of  World  War  II 
financing.  It  was  heavily  oversubscribed.  Accordingly,  the  total  offering 
was  expanded  to  4^  billion  dollars  in  order  to  meet  in  full  the  subscriptions 
of  nonbank  investors,  and  to  allow  commercial  banks,  which  had  been 
permitted  to  make  limited  subscriptions,  the  minimum  amount  promised 
them. 

Effective  in  May,  the  Treasury  also  announced  changes  in  the  terms  of 
U.  S.  savings  bonds  to  make  the  bonds  more  attractive  to  investors.  The 
changes,  which  involved  the  offering  of  three  new  scries  of  savings  bonds  and 
the  discontinuance  of  two  preexisting  series,  as  well  as  a  modification  of  the 
terms  of  Series  E  bonds,  had  the  general  effect  of  raising  the  average  rate 
of  interest  on  bonds  held  to  maturity,  and  of  increasing  the  rate  of  return 
in  the  first  years  after  purchase.  In  addition,  the  annual  purchase  limits 
were  doubled  for  the  different  scries. 

State  and  local  finance.  Both  receipts  and  expenditures  of  State  and 
local  governments  edged  upward  during  the  past  2  years,  with  the  rise  in 
receipts  being  slightly  more  rapid  than  that  in  expenditures.  (Sec  table 
18  and  appendix  table  B-31.)  For  State  and  local  governments  as  a  whole, 
a  cash  deficit  of  0.3  billion  dollars  is  estimated  for  the  year  which  ended 
June  30,  1952. 

The  small  increase  in  receipts  during  the  past  year  is  attributable  more  to 
the  increased  yield  of  income  and  sales  taxes,  brought  about  by  the  expansion 
in  general  business  activity,  than  to  change  in  tax  rates.  On  the  expenditure 
side,  the  increase  reflects  widespread  recent  advances  in  pay  rates  for 


Table  18. — Government  cash  receipts  from  and  payments  to  the  public 
[millons  of  dollars] 


Fiscal  year  1952 

Receipts  or  payments 

year 

19S0 

year 

1051 

Total  1  1 

i 

July-  ' 
Decern-  I 
ber  1951 

January- 

June 

19521 

Total  Government: 

Cash  recelnts . . 

SR.  3 

72.7 

88.  R 

36.7 

52.2 

Cash  payments 

61.7 

65.6 

89.0 

42.8 

46.3 

Total  cash  surplus  or  deficit  (— ) . 

-3.3 

7.1 

-.2 

-6.1 

5.9 

Federal  Government: 

Cash  receipts _ 

40.9 

5.3.4 

68.0 

26.8 

41.2 

Cash  payments . 

43.2 

45.8 

67.9 

32.3 

35.6 

Federal  cash  surplus  or  deflcit  (— ) . 

-2.2 

7.6 

.1 

-5.6 

5.7 

State  and  local  governments: 

Cash  receipts  . . 

17.4 

19.3 

20.8 

9.9 

10.9 

Cash  payments 

18.5 

19.8 

21.1 

10.4 

10.7 

State  and  local  cash  surplus  or  deficit  (—1 .  _ . 

-1.1 

-.5 

-.3 

-.5 

.2 

'  Estimates  based  on  Incomplete  data. 

Non.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source:  See  appendix  table  B-31. 
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teachers  and  other  public  employees,  plus  a  rising  volume  of  capital  outlays 
for  construction  projects.  Much  of  the  latter  spending  is  being  financed  by 
borrowing.  The  volume  of  new  issues  of  State  and  local  securities  in  the 
first  half  of  1952  was  considerably  larger  than  in  the  corresponding  period 
of  1951. 

International  developments 

United  States  commodity  exports  reached  an  all-time  peak  of  about  16 
billion  dollars  (annual  rate)  in  the  first  half  of  1952.  The  main  events  else¬ 
where  which  have  affected  United  States  trade  are  discussed  in  the  follow- 
ing  paragraphs. 

International  payments.  The  last  months  of  1951  and  the  first  months  j 
of  1952  found  most  countries  of  the  free  world  reacting  from  the  sudden  i 
impact  of  the  Korean  war.  Memory  of  wartime  shortages,  readily  avail¬ 
able  credit,  and  expanded  defense  production,  had  brought  a  tremendous 
increase  in  demand  for  goods  at  all  stages  of  production,  an  expansion  of 
output  throughout  the  world,  and  rapidly  rising  incomes  and  prices.  The 
prices  of  primary  products  had  experienced  the  sharpest  rises,  increasing 
the  incomes  of  most  of  the  countries  exp)orting  raw  materials,  but  causing 
a  fairly  severe  worsening  in  the  terms  of  trade  of  most  of  the  industrialized 
countries.  Western  Europe’s  balance  of  payments  situation  was  further 
aggravated  by  abnormally  large  imports  of  coal  and  oil  from  the  United 
States,  necessitated  by  a  lag  in  the  output  of  coal  behind  industrial  produc¬ 
tion  and  the  cessation  of  oil  exports  from  Iran.  The  United  Kingdom] 
also  lost  earnings  as  a  result  of  the  impasse  over  Iranian  oil. 

Countries  which  had  reacted  earliest  to  changing  market  prospects 
by  heavy  inventory  accumulation,  such  as  Belgium,  The  Netherlands,  and 
Germany,  experienced  balance  of  payments  deficits  in  1950  and  early  1951, 
and  had  already  taken  steps  to  remedy  their  position  by  the  summer  of 
1951.  In  England  and  France,  on  the  other  hand,  stocks  were  drawn 
down  after  June  1950,  and  these  countries  then  imported  more  heavily 
at  the  high  level  of  prices  prevailing  after  the  first  quarter  of  1951.  Thcii 
balance  of  payments  troubles  were  further  aggravated  by  a  flight  of  capital 
induced  by  fears  of  currency  depreciation,  and  by  the  corrective  measure 
taken  in  some  other  countries  which  held  down  British  and  French  exports. 

Meanwhile,  the  slackening  of  consumers’  and  business  purchases  of 
finished  goods  and  raw  materials,  which  started  in  the  United  State's  is 
early  1951  and  spread  to  other  industrialized  countries,  led  to  declines  it 
the  prices  of  many  primary  products.  Countries  exporting  primary  prod¬ 
ucts  suffered  declines  in  export  prices  after  the  first  quarter  of  1951,  whik 
in  some  cases  imports  continued  to  expand.  As  a  result,  payments  sur¬ 
pluses  were  reduced,  and  in  many  cases  were  transposed  into  deficits  and 
loss  of  reserves  by  some  of  the  countries  of  Latin  America,  Africa,  Asia, 
and  the  Pacific.  By  the  end  of  1951,  the  balances  of  payments  of  mofi 
industrial  countries  had  improved,  but  those  of  a  number  of  raw  material 
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producing  countries  and  of  the  United  Kingdom  and  France  had  deterior¬ 
ated  seriously. 

Underlying  many  of  the  factors  described  above,  and  accentuating  the 
balance  of  payments  problems  of  many  deficit  countries,  was  the  general 
expansion  of  their  money  demand  and  incomes.  Open  or  suppressed 
inflation,  supported  by  the  pressures  of  internal  investment  from  both  public 
and  private  sectors,  contributed  to  deterioration  of  balance  of  payments 
positions,  mainly  because  of  its  stimulating  effect  on  imports. 

It  is  important  to  note  that  the  balance  of  payments  deficits  experienced 
by  England  and  France  at  the  end  of  1951  did  not  result  from  an  absolute 
decline  in  exports,  but  rather  from  a  failure  of  exports  to  rise  as  rapidly 
as  imports,  even  tliough  expwrts  were  reaching  unprecedented  levels.  The 
exports  of  both  countries  in  the  fourth  quarter  of  1951  were  at  an  all-time 
high  in  value,  while  the  quantity  of  exports  for  the  entire  year  1951  also 
set  new  records,  and  the  volume  of  exports  from  the  United  Kingdom  in 
I  the  first  quarter  of  1952  set  a  new  high.  On  the  other  hand,  in  certain 
j  countries  exporting  mainly  primary  products,  notably  Australia  and  Argen¬ 
tina,  government  policies  of  the  last  several  years  to  encourage  manufac¬ 
turing  industries  contributed  to  actual  reductions  in  supplies  of  foods 
available  for  export 

Corrective  measures.  The  steps  taken  to  correct  the  balance  of  payments 
situations  in  most  countries  of  the  world  recognized  the  role  of  internal 
monetary  forces.  Although  direct  controls  over  imports  were  made  more 
stringent,  in  general  a  larger  role  was  given  to  internal  credit  and  fiscal 
measures  than  in  the  preceding  postwar  balance  of  payments  crises.  In¬ 
terest  rates  were  raised,  and  credit  was  restricted  in  an  effort  to  keep  effective 
demand  at  levels  consistent  with  the  countries’  resources.  The  increasing 
reliance  of  Western  European,  and  also  other  countries,  on  monetary  and 
credit  controls  was  partially  due  to  a  reluctance  or  inability  to  tighten  direct 
controls  further  or  to  increase  taxes,  which  in  some  cases  are  very  high. 
Even  without  import  restrictions  and  active  anti-inflationary  policies,  how¬ 
ever,  it  is  likely  that  the  rate  of  imports  of  some  nations  would  have  declined, 
because  of  a  reduction  in  the  abnormally  high  rate  of  inventory  ac¬ 
cumulation. 

Developments  in  the  first  half  of  1952.  During  the  first  half  of  1952, 
there  was  evidence  that  most  of  the  free  world  had  achieved  or  was  achiev¬ 
ing  price  stability  at  a  high  level  of  economic  activity.  By  early  spring, 
most  European  countries  and  others  in  Asia  and  the  Western  Hemisphere 
had  experienced  moderate  declines  in  wholesale  prices,  although  in  certain 
countries,  for  example,  Australia,  New  Zealand,  and  South  Africa,  domes¬ 
tic  wholesale  prices  reached  new  highs.  In  some  countries,  such  as  the 
United  Kingdom,  Germany,  and  the  Scandinavian  nations,  where  the 
peak  in  wholesale  prices  came  near  the  end  of  1951,  cost-of-living  indexes 
rose  somewhat  further.  (See  appendix  table  B-24.)  Industrial  production, 
which  had  expanded  rapidly  and  continuously  from  June  1950  to  the  spring 
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INDUSTRIAL  PRODUCTION  IN 
WESTERN  EUROPE 

Production  in  early  1952  exceeded  the  level  reached  a  year 
earlier,  despite  elements  of  weakness.  In  Europe  production 
is  significantly  affected  by  the  Eoster  holidays,  which  in  1952 
fell  in  April  but  in  1951  came  in  March. 
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basic  structural  problem  in  this  industry.  In  almost  every  country,  large 
and  small,  industrialized  or  underdeveloped,  the  second  half  of  1951  and 
the  first  of  1952  found  unemployTnent  and  unused  capacity  in  woolen  mills, 
and,  to  a  smaller  degree,  in  cotton  mills.  In  part,  this  world-wide  situation 
is  explained  by  the  fact  that  rising  raw  materials  prices  in  the  last  half  of 
1950  led  to  speculative  purchases  of  textiles  by  dealers,  with  the  result 
that  production  soon  outran  sales,  and  inventories  were  built  up.  At  the 
same  time,  consumer  demanded  slackened,  Germany  and  Japan  reappeared 
on  the  world  market  as  textile  exporters,  and  balance  of  payments  deficits 
in  various  parts  of  the  world  forced  curtailment  of  imports,  causing  the 
exports  of  large  textile  producers  to  be  reduced. 

Although  these  were  the  precipitating  factors  in  certain  countries,  the 
world-wide  depression  in  textiles  also  reflects  an  older  and  more  funda¬ 
mental  malaise  than  these  short-run  factors  suggest.  The  secular  develop¬ 
ment  of  synthetic  fibers,  which  arc  being  increasingly  substituted  for  the 
natural,  afTects  not  only  the  producers  of  cotton  and  wool  throughout 
the  world,  but  insofar  as  the  new  fibers  require  new  spindles  and  looms 
also  afTects  the  manufacturers  of  other  textiles.  Furthermore,  the  world¬ 
wide  growth  of  the  textile  industry,  in  both  industrialized  and  underde¬ 
veloped  countries,  has  caused  an  expansion  of  productive  capacity  in 
certain  lines  beyond  the  level  of  demand  at  current  prices,  despite  the 
existence  of  great  need. 

The  decline  in  textile  production  accounts  for  the  preponderant  part  of 
the  recent  increases  in  unemployment  in  Western  Europe,  as  table  19  indi¬ 
cates,  and  for  a  proportion  of  total  unemployment  which  is  far  greater 
than  the  imf)ortance  of  the  textile  industries  in  their  total  economies. 

Table  19. — Unemployment  in  selected  countries  of  Western  Europe 
(Thousandsl 


Country  and  Industry 

1051,  first 
quarter 

1052,  first 
quarter 

C 

Great  Britain: 

Total  unemployment . ' 

304 

402 

+w 

Textile  industries . ' 

11 

87 

+75 

All  other  industries . 

202 

315 

+23 

Germany: 

Total  unemployment . ' 

1,680 

1,770 

+00 

Textile  Industries . 

78 

111 

+36 

All  other  industries . . 

i.eos 

1,650 

+54 

France: 

Total  unemployment  .  - 

158 

120 

-20 

Textile  industries _ _ .  .  .. 

2 

4 

+2 

All  other  industries _ _ _ _ _ _ 

156 

125 

-31 

Belgium:' 

Total  unemnloTment 

210 

201 

+81 

Textile  Industries _ 

18 

>  55 

>  +37 

All  other  Industries  . 

102 

1  236 

‘+44 

1 

will  not  necessarily  add  to  totals  because  of  rounding. 

Sources:  Organization  for  European  Eoonomlc  Cooperation  and  Mutual  Security  Agency. 


69 


Despite  the  depressed  textile  market  and  a  leveling  off  of  total  industrial 
production,  there  is  no  evidence  of  a  general  recession  of  demand  in  Europe 
such  as  would  have  serious  adverse  effects  on  the  United  States  economy. 
The  stability  appearing  in  the  index  of  industrial  production  for  Western 
Europe  in  the  first  part  of  1952  reflects  strong  demand  in  the  remainder 
of  the  European  economy,  especially  in  the  metal  and  metal-using  industries. 
In  almost  every  country,  output  of  metal  products  for  the  first  quarter  of 
1952  was  substantially  above  that  for  the  same  period  of  1951 ;  in  particular, 
steel  production  in  the  first  4  months  of  1952  was  9  percent  above  the  same 
period  of  1951  for  the  area  as  a  whole.  The  easing  of  demand  for  consumers’ 
goods  may  be  expected  to  facilitate  a  shift  of  manpower  to  industries  where 
it  is  urgently  needed. 

In  other  parts  of  the  world,  national  economies  were  characterized  by 
similar  developments.  Textile  production  in  India  and  Japan  was  larger 
than  sales  in  the  second  half  of  1951  and  in  the  first  months  of  1952,  in  part 
because  of  reduced  export  demand.  Increased  activity  in  the  metal  indus¬ 
tries  of  Japan  caused  the  level  of  industrial  production  in  the  first  quarter 
of  1952  to  be  nearly  20  percent  above  1951.  In  the  underdeveloped  coun¬ 
tries,  production  of  industrial  primary  products  in  general  continued  at  high 
levels. 

Whether  the  increases  in  output  and  greater  stability  of  prices  achieved 
by  most  countries  of  the  free  world  in  the  first  half  of  1952  will  be  main¬ 
tained  depends  to  a  considerable  extent  on  developments  in  the  United 
States  and  other  industrialized  countries.  Assuming  no  change  in  the  inter¬ 
national  political  outlook  and  the  maintenance  of  a  high  rate  of  economic 
activity  in  the  United  States,  accompanied  by  a  moderate  expansion  of  im¬ 
ports  and  foreign  aid  expenditures,  other  countries  arc  likely  to  be  able  to 
maintain  the  improved  over-all  stability  experienced  in  recent  months. 

United  States  imports.  Commodity  imports  in  the  first  5  months  of  1952, 
although  below  the  same  period  in  1951,  were  at  a' rate  11  percent  higher 
than  during  the  last  half  of  1951.  (Sec  app)endix  tables  B-43  and  B-44 
for  data  on  merchandise  im|x>rts,  and  app>endix  table  B-38  for  data 
on  all  imjx)rts.)  Most  of  the  movement  in  imports  between  the  first 
quarters  of  1951  and  1952  can  be  accounted  for  by  8  commodity  groups: 
coffee,  cocoa,  wool,  sugar,  tin,  nonferrous  ores  and  concentrates,  rubber, 
and  gas  and  fuel  oil.  Although  these  commodities  accounted  for  only  41 
jjercent  of  the  value  of  our  total  commodity  imports  in  the  first  quarter  of 
1951,  they  accounted  for  82  [lercent  of  the  declire  in  the  value  of  our 
commodity  imports  from  the  first  to  the  fourth  quarter  of  1951.  Similarly, 
from  the  fourth  quarter  of  1951  to  the  first  quarter  of  this  year,  they  ac¬ 
counted  for  94  [percent  of  the  increase  in  the  value  of  our  commodity  imports. 
Only  a  part  of  these  movements  can  be  accounted  for  by  seasonal  changes;  to 
a  considerable  extent,  they  reflected  the  effect  of  the  preceding  consumption 
of  inventories,  which  made  it  necessary  to  increase  imports  to  levels  more 
nearly  in  accord  with  ciurrent  consumption. 
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After  an  agreement  in  January  between  the  governments  of  the  United 
States  and  the  United  Kingdom  providing  for  the  purchase  of  steel  by 
the  United  Kingdom  and  of  tin  and  aluminum  by  the  United  States,  the 
United  States  resumed  purchases  of  tin  which  it  had  ceased  to  buy  for 
several  months.  A  decline  in  the  foreign  price  for  lead  and  zinc,  resulting 
from  greater  world  production  and  large  foreign  stocks,  brought  increasing 
imports  of  these  metals.  Their  foreign  prices  declined  to  the  level  of  United 
States  ceilings,  and  then  caused  United  States  prices  to  fall  below  the 
ceiling  level.  The  first  months  of  1952  also  brought  increased  imports 
of  natural  rubber,  as  well  as  seasonally  high  imports  of  coffee,  wool,  sugar, 
and  cocoa. 

Although  the  value  of  commodity  imports  in  the  first  quarter  of  1952, 
an  annual  rate  of  about  1 1  billion  dollars,  was  somewhat  below  the  level  of 
the  first  quarter  of  last  year,  the  resulting  decline  in  the  total  of  dollars  avail¬ 
able  to  foreigners  was  fully  counterbalanced  by  an  increase  of  800  million 
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EXPORTS  AND  IMPORTS 

OF  GOODS  AND  SERVICES 

The  export  surplus  in  the  first  half  of  1952,  while  smaller 
thon  in  the  lost  holf  of  1951,  was  considerobly  larger 
than  a  year  before. 


BILLIONS  or  DOLLARS* 
25  I - 


BILLIONS  or  DOLLARS* 

- 1  25 


EXPOKTS  OF  GOODS 
AND  SERVICES  i/  * 


IMPORTS  OF  GOODS 
'  AND  SERVICES  •>/ 


dollars  (annual  rate)  in  Government  purchases  of  services  abroad.  Other 
service  imports  remained  about  the  same,  with  the  result  that  total  imports 
of  goods  and  services  in  the  first  quarter  of  this  year  were  at  an  annual  rate 
of  15.6  billion  dollars,  approximately  the  same  as  a  year  earlier,  and  it  is 
believed  that  they  remained  close  to  this  rate  in  the  second  quarter.  (See 
chart  23  and  appendix  table  B-38.) 

Other  means  of  financing  exports.  United  States  Government  aid,  which 
had  declined  after  the  second  quarter  of  1951,  continued  to  decline  in  the 
first  quarter  of  1952,  but  rose  again  in  the  second  quarter  to  the  level  reached 
in  the  same  period  of  the  preceding  year.  (See  table  20  and  appendix 
table  B-40.)  This  rise  from  the  first  to  the  second  quarter  was  chiefly  the 
result  of  an  expansion  in  military  aid,  although  economic  aid  and  defense 
support  increased  somewhat.  At  the  same  time,  there  was  an  increase  in 
private  capital  exports  between  the  first  and  second  quarters  of  this  year. 
The  increase  in  aid  and  in  private  investment,  along  w'ith  an  apparent 
decline  in  the  flight  of  capital  (unrecorded  transactions),  enabled  for¬ 
eign  countries  in  the  aggregate  to  stop  the  decline  in  their  gold  and 
dollar  assets  which  had  been  going  on  since  mid-1951.  According  to 
preliminary  estimates,  there  was  in  fact  some  net  accumulation  in  the 
second  quarter  of  this  year,  largely  on  the  part  of  Canada  and  Indonesia, 


Table  20. — Financing  the  exports  of  goods  and  services  supplied  to  other  countries 

[milions  of  dollam] 


Means  of  financing 


impons  »iaies  non  oi 

serv^^«  foreign 

and  Invest-  gold  and 

services*  ment  dollar 

inei;  (net)*  oissets  • 


Exports 

Period 

of  goods 
and 

services  • 

h 

1946 . 

14.7 

1947 . 

19.8 

1948  . 

17.0 

1949 . 

10.0 

1950 . 

14.4 

1951 . 

20.2 

Annual  rates: 

1951:  First  quarter . 

Second  quarter . 

17.5 

21.1 

Third  quarter . 

20.2 

Fourth  quarter . 

22.1 

1952:  First  quarter . 

Second  quarter  . 

21.2 

21.6 

I  Includes  income  on  investments. 

*  U.  S.  Oovemment  sources  include  subscriptions  to  the  capital  of  the  International  Bank  for  Reconstrue 
tion  and  Development  and  the  International  Monetary  Fund.  United  States  private  investment  iucludM 


*  Includes  net  sales  of  gold  to  the  United  States  and  net  liquidation  of  foreign  dollar  assets,  including  tboM 
held  by  international  institutions. 


3ia  Dv  tutemationai  institutions. 

<  Includes  errors  and  omissions  and  private  gifts. 

•  Includes  subscription  to  the  capital  of  the  International  Bank  and  the  International  Monetary  Fund  o( 
1  billion  dollars. 

*  Consists  of  net  Increase  in  gold  and  dollar  holdings  of  the  International  Bank  and  the  In temationsl 
fonetary  Fund  of  2.6  billion  dollars,  and  liquidation  of  gold  and  dollar  assets  by  foreign  countries  in  tlM 


Monetary  Fund  of  2.6  billion  dollars,  and  liquidation  of  gold  and  dollar  as 
amount  of  4. 4  billion  dollars. 

*  Estimates  based  on  incomplete  data;  by  Council  of  Economic  Advisers 
Non.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source:  Department  of  Commerce. 
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II.  The  Near-Term  Outlook 

At  midyear  1952,  the  general  strength  of  the  economy  had  not  been 
seriously  affected  by  the  steel  strike,  however  threatened  it  might  become 
if  the  production  of  steel  were  not  soon  resumed.  Work  stoppages  in  tliis 
basic  industry  in  the  second  quarter  halted  the  increase  in  industrial  produc¬ 
tion,  which  had  restored  the  index  in  the  first  quarter  of  the  year  to  the  high 
level  of  a  year  earlier.  But  with  unemployment  well  below  2  million,  the 
level  of  economic  activity  was  very  high.  Wholesale  prices  had  been  edging 
downward  since  the  first  of  the  year,  and  consumers’  prices  in  May  were 
back  just  below  the  January  level,  after  a  moderate  dip.  Inventories  had 
been  stabilized,  and  orders  were  again  flowing  to  many  manufacturers  whose 
output  had  been  held  down  during  most  of  the  preceding  year  by  slack 
demand. 

In  what  manner  this  condition  of  large  production,  full  employment,  and 
active  but  stable  markets  may  change  in  the  next  6  to  12  months  will  depend 
ujx)n  conditions  and  events  which  are  not  only  uncertain,  but  which  as  wc 
have  learned  are  especially  difficult  to  evaluate  in  this  unique  period  of 
semi-mobilization. 

Thus,  if  there  were  a  sudden  or  decisive  change  in  the  international 
situation,  the  whole  economic  outlook  would  change.  The  apfiearance  of 
new  armed  conflicts  undoubtedly  would  greatly  accentuate  inflationary 
pressures,  while  the  prospect  of  a  peaceful  settlement  might  lead 
to  expectations  ol  lower  Government  spending  and  weaker  inflationary 
pressures.  The  long  continuance  of  work  stoppages  in  basic  industries 
might  so  disorganize  the  economy  as  to  make  expectations  based  on  recent 
developments  and  trends  entirely  untenable.  These  arc  excluded  in  the 
current  appraisal,  but  they  cannot  be  excluded  from  the  range  of  possi- 
ibilities. 

Excluding  such  extreme  assumptions,  the  economic  developments  of  the 
next  few  months  will  depend  largely  up)on  demands  for  goods  and  services, 
and  the  capacity  of  the  economy  to  supply  these  demands.  Among  the 
factors  of  greatest  importance,  here  mentioned  in  the  order  of  their  treat¬ 
ment  below  rather  than  in  the  order  of  relative  importance,  are  Government 
spending  on  the  security  program  and  the  other  fiscal  operations  of  the 
Treasury,  the  investment  programs  of  business  firms  and  the  decisions  of 
consumers  with  respect  to  spending  and  saving,  and  the  foreign  demand 
for  United  States  products — all  in  the  context  of  the  availability  of  unused 
resources  to  meet  any  increases  in  the  various  typ)es  of  demand.  The  impli¬ 
cations  of  the  steel  stoppage  will  also  be  considered. 
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Government  Spending  and  Fiscal  Operations 


The  security  program 

The  largest  prospective  change  affecting  the  economy  is  in  Government 
expenditures  for  the  several  purposes  which  arc  combined  in  the  security 
program.  Forecasts  of  military  deliveries  and  other  national  security  ex¬ 
penditures,  even  in  the  near  future  for  which  contracts  have  been  let  and 
funds  are  available,  cannot  be  precise  due  to  the  possibility  of  specification 
changes,  modification  of  delivery  schedules,  and  many  other  factors.  Never¬ 
theless,  procurement  contracts  already  placed,  together  with  already  estab¬ 
lished  patterns  of  personnel  and  operations,  assure  the  continuance  for  the 
next  12  months  of  a  high  and  rising  volume  of  security  expenditures. 

During  the  second  quarter  of  1952,  purcha.ses  of  goods  and  services  for 
major  national  security  programs  were  at  an  annual  rate  of  50.5  billion 
dollars.  Keeping  in  mind  the  qualifications  made  above,  increases  are 
expected  under  the  present  continuing  program  until  a  plateau  is  reached 
sometime  before  the  end  of  1953  at  a  level  between  60  and  65  billion 
dollars. 

Strategic  metals  fill  a  peculiarly  crucial  role  in  determining  the  im¬ 
pact  of  the  military  production  programs  on  the  remainder  of  the 
economy.  Although  the  defense  program’s  draft  on  steel,  copper,  and 
aluminum  supplies  will  be  heavy,  the  growth  in  supplies  is  expected  to  free 
increasing  amounts  for  civilian  use  from  now  on.  However,  the  increase 
in  the  availability  of  steel  may  be  retarded,  even  into  the  first  half  of  1953, 
by  the  current  shutdown  in  that  industry.  Considering  that  1950  was  a 
record  year  for  the  production  of  consumer  durable  goods,  and  a  near 
record  year  for  the  use  of  metals  for  producers’  plant  and  equipment,  it  is 
evident  from  chart  24  that,  in  the  absence  of  labor  controversies,  major 
metals  for  nonmilitary  purposes  will  be  in  relatively  favorable  supply. 

Nevertheless,  some  words  of  caution  are  appropriate  with  reference  to  the 
easing  of  civilian  supplies  depicted  in  chart  24.  In  the  first  place,  because  of 
the  impossibility  of  projecting  at  this  time  the  proportion  of  metal  supplies 
which  will  be  stockpiled,  these  estimates  assume  no  increased  use  for  stock¬ 
piling  purposes,  except  for  a  moderate  amount  of  aluminum.  However, 
because  the  possible  need  for  all-out  mobilization  dictates  a  piolicy  of  stock¬ 
piling  critical  materiab  where  current  production  plus  imports  could  not 
meet  full  mobilization  requirements,  a  significant  part  of  any  increased  cop¬ 
per  and  aluminum  supplies  in  1953  may  be  absorbed  in  this  fashion.  Ac¬ 
cordingly,  the  increased  availability  of  copper  and  aluminum  for  civilian 
use  in  1953,  as  shown  in  chart  24,  should  be  viewed  as  a  maximum  level 
from  which  any  increased  stockpile  requirements  must  be  subtracted. 

It  should  be  noted  that  the  increasing  availability  of  the  three 
major  metals  docs  not  in  itself  indicate  that  the  need  for  the  Controlled 
Materials  Plan  is  at  an  end.  For  one  thing,  as  is  evident  from  the  chart, 
copper  for  civilian  use  will  still  remain  below  the  1950  level.  More  impor- 
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a  tant,  the  authority  and  machinery  for  allocating  metals  is  part  of  the 
*  structure  of  controls  which  needs  to  be  continually  available  to  keep  the 
Nation  in  readiness  for  the  possibility  of  all-out  mobilization.  Although 
relaxation  of  many  controls  may  become  increasingly  warranted,  we  cannot 
I  afford  to  be  caught  in  the  possible  emergency  of  an  all-out  mobilization 
I  without  the  authority  and  basic  control  organization  necessary  to  divert 
I  more  resources  to  defense  production. 

Finally,  the  outlook  for  increasing  the  supply  of  alloying  metals  is  not  so 
bright  as  for  the  major  metals.  Despite  efforts  to  open  up  new  sources  both 
here  and  abroad,  continued  emphasis  must  be  placed  on  finding  substitutes 
for  many  critical  alloying  minerals,  and  on  conserving  the  supply  now 
'  available. 

Deficit  financing 

^  An  important  factor  bearing  on  the  funds  available  for  business  and 
consumer  spending  is  the  surplus  or  deficit  of  the  Federal  Government,  and 
the  manner  in  which  the  surplus  is  used  or  the  deficit  financed.  Up  to 
mid- 1952,  increased  Government  expenditures  for  goods  and  services  have 
1  been  wholly  financed  by  taxation.  In  the  first  year  of  the  defense  pro¬ 
gram,  budget  expenditures  increased  from  40.2  billion  dollars  to  44.6  bil- 
'  lion,  but  budget  receipts  increased  much  more,  and  there  was  a  budget 
surplus  of  3.5  billion  and  a  cash  surplus  of  7.6  billion.  In  the  second  year, 
fiscal  1952,  budget  expenditures  increased  nearly  21.5  billion  dollars,  but 
increasing  tax  receipts  held  the  budget  deficit  to  4.0  billion,  and  there  was 
a  small  cash  surplus.  For  the  2  years,  the  great  increase  in  the  cost  of 
the  security  program  was  more  than  matched  by  increases  in  Federal  cash 
receipts,  and  the  publicly-held  national  debt  was  actually  reduced. 

Completely  financing  the  expanding  security  program  from  taxes  did 
*  not  mean  that  the  program  was  not  inflationary  during  the  2  years.  Pro- 
i  curement  contracts  involving  very  large  payments  in  the  future  and  rela- 
s  tively  small  current  payments  were  placed  as  rapidly  as  possible  with  manu¬ 
facturers,  who  expanded  their  working  force,  entered  upon  ambitious  pro¬ 
grams  to  expand  facilities,  and  multiplied  their  demand  for  the  raw  materials 
■  needed  in  their  work.  The  inflationary  effect  of  this  new  demand  for  goods 
was  aggravated  by  the  fact  that  the  demand  of  manufacturers  was  not 
spread  over  the  whole  market  for  commodities,  but  instead  was  concen¬ 
trated  upK>n  a  relatively  few  categories.  The  pressure  was  especially  severe 
at  those  points. 

We  enter  fiscal  year  1953  facing  a  continuing  rise  in  expenditures  for  the 
security  program,  which  are  scheduled  to  increase  during  the  year  by  1 1  to 
12  billion  dollars.  This  year  will  not  be  one  in  which  the  added  flow 
of  Federal  funds  into  the  income  stream  will  be  offset  by  equivalent  increase 
m  the  flow  of  funds  from  taxpayers  into  the  Treasury.  There  will  be  a 
large  cash  deficit,  nearly  all  of  which  will  accumulate  in  the  current  half 
year.  It  is  estimated  that,  between  the  first  of  July  and  the  middle  of 
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December,  the  flow  of  funds  from  the  Treasury  into  the  income  stream  will 
exceed  total  Federal  cash  receipts  by  more  than  8  billion  dollars. 

The  deficit  during  the  current  half  year  will  have  a  substantial  economic 
impact,  despite  the  fact  that  it  will  be  followed  by  a  half  year  in  which 
there  will  be  a  Treasury  surplus.  The  inflationary  tendency  of  the  deficit 
will  be  lessened,  however,  to  the  extent  that  the  Treasury  is  able  to  borrow 
funds  from  investors  other  than  banks,  thereby  limiting  the  amount  it 
will  have  to  secure  by  selling  new  Government  securities  to  banks — a 
process  which  by  expanding  the  money  supply  may  facilitate  inflationary 
developments. 

One  important  source  of  nonbank  funds  arises  from  the  prudent  prac¬ 
tice,  common  to  many  businesses,  of  investing  funds  accumulated  as  a  re¬ 
sult  of  tax  accruals  in  tax  anticipation  and  other  short-term  Government 
securities.  Under  the  piesent  law,  which  is  gradually  shifting  the  payment 
of  corp)orate  income  taxes  into  the  first  half  of  the  year,  corpKirations  are 
required  to  pay  only  30  percent  of  their  taxes  on  1951  profits  in  the  second 
half  of  1952,  and  they  will  be  required  to  pay  80  percent  of  their  taxes  on 
1952  profits  in  the  first  half  of  1953.  During  the  current  half  year, 
it  is  estimated  that  they  will  invest  tax  reserves  to  the  extent  of  at  least 
3  billion  dollars  in  special  Government  securities,  which  they  will  turn  in  on 
their  tax  payments  next  March  and  June.  This  will  make  available  to 
Government  large  amounts  which,  if  held  as  cash,  would  be  available  for 
use  as  current  working  capital. 

In  June  1952,  the  Treasury  offered  a  new  issue  of  marketable  6-year  bonds. 
Subscriptions  by  nonbank  investors  were  more  than  enough  to  absorb  the 
contemplated  issue  of  3.5  billion  dollars,  and,  in  order  to  honor  its  promise  to 
accept  limited  amounts  of  bank  subscriptions,  the  Treasury  found  it  nec¬ 
essary  to  issue  an  additional  500  million  dollars’  worth  of  bonds  for  the 
commercial  banks. 

The  relatively  strong  demand  from  nonbank  institutional  investors 
for  the  Treasury  bond  issue  seems  to  indicate  that  these  investors  believe 
the  expansion  of  private  demand  for  capital  is  coming  to  an  end, 
and  that  the  rapid  increase  of  savings  in  these  institutions  will  increase 
the  funds  seeking  investment  in  Government  securities.  If  this  view  is 
vindicated,  the  Treasury  will  be  able  to  meet  its  borrowing  requirements 
largely  from  the  savings  of  individuals.  As  a  result,  the  Treasury  would 
find  it  necessary  to  resort  very  little  to  conunercial  banks  in  its  deficit 
financing  in  this  half  year. 

Government  deficits  arc  an  inflationary  factor  because  Government  ex¬ 
penditures  are  being  made  without  an  equivalent  reduction  being  enforced 
on  private  spending,  which  may  indeed  be  encouraged  by  an  expanding 
money  supply  and  easy  credit  caused  by  the  method  of  financing  the  deficit. 
Whether  inflation  will  actually  result  from  a  deficit  depends  on 
whether  aggregate  demand  in  the  economy  is  in  excess  of  aggregate  supply. 
This  in  turn  depends  not  only  on  Government  demand,  but  also  on  a  wide 
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variety  of  factors  which  influence  the  spending,  investing,  and  producing 
decisions  of  consumers  and  businessmen.  Whether  the  inflationary  influ¬ 
ence  of  a  large  and  growing  deficit  will  be  augmented  by  other  factors 
moving  in  the  same  direction,  or  offset  by  factors  pushing  in  an  opposite 
direction,  is  the  crucial  question.  This  necessitates  looking  carefully  at 
other  sectors  of  the  economy. 

Nongovernment  Demand 

No  foreseeable  depressing  force,  or  combination  of  forces,  in  other  sectors 
of  the  economy  seems  strong  enough  to  counteract  fully  the  effect  of  Gov¬ 
ernment  expenditures  for  the  national  security  program. 

Investment 

Private  investment  which,  together  with  Government  outlays,  is  likely  to 
be  the  major  factor  causing  changes  in  the  flow  of  personal  income,  will  in 
all  probability  remain,  at  least  into  1953,  close  to  the  high  level  of  the  first 
half  of  1952. 

The  1952  survey  of  the  intentions  of  businessmen  with  respect  to  in¬ 
vestment  in  plant  and  equipment  during  the  rest  of  this  year,  which  was 
made  by  the  Commerce  Department  and  the  Securities  and  Exchange 
Commission,  indicates  that  plant  and  equipment  investment  will  continue 
above  the  levels  of  the  first  half  of  1952  during  the  second  half  of  this 
year.  And  there  are  other  indications  that  it  will  remain  strong  in  the  first 
half  of  1953.  Such  outlays  by  defense  and  defense-related  industries, 
mostly  producers  of  durable  goods,  are  expected  to  continue  to  show  con¬ 
siderable  increases  in  1952  over  1951,  with  only  a  slight  increase  in  indus¬ 
tries  turning  out  nondurable  goods.  Accomplishment  of  these  plans  has 
been  facilitated  by  the  easing  of  metal  supplies  and  the  relaxing  of  some 
credit  controls. 

Additional  evidence  that  plant  and  equipment  outlays  will  probably  re¬ 
main  high  for  some  time  is  to  be  found  in  the  scheduled  rate  of  completion 
and  estimates  of  “value-put-in-place”  for  activity  covered  by  certificates  for 
accelerated  amortization;  the  continued  increase,  at  least  until  the  steel 
strike,  in  National  Production  Authority  construction  authorizations,  which 
will  add  to  construction  in  the  second  half  of  1952,  and  push  into  1953; 
and  the  still  sizable  volume  of  applications  for  certificates  of  necessity  pend¬ 
ing  before  the  Defense  Production  Administration. 

There  are  no  indications  that  there  will  be  any  sizable  change  in  invest¬ 
ment  in  inventories  during  the  rest  of  1952  and  on  into  1953.  W'hile  there 
may  be  a  further  drop  in  inventories  during  the  next  few  months,  follow¬ 
ing  several  quarters  in  which  the  over-all  rate  of  accumulation  dropped 
from  record  heights  and  became  negative,  the  change  in  the  rate  of  inven¬ 
tory  accumulation  has  about  lost  the  anti-inflationary  influence  it  exerted 
in  the  past  year.  A  growing  volume  of  consumer  demand  might,  indeed, 
lead  to  a  renewed  accumulation  of  inventories,  thus  adding  to  demand. 
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The  volume  of  residential  construction  will  probably  stay  near  the  current 
level  for  another  year  at  least.  The  number  of  housing  starts  in  1952  is 
likely  to  be  around  1  million  units.  The  casing  of  mortgage  credit  regula¬ 
tions  in  June,  and  the  fact  that  the  regulations  must  be  suspended  under  the 
amended  Defense  Production  Act  whenever  housing  starts  are  running  at 
an  annual  rate  below  1.2  million,  support  the  belief  that  a  high  number 
of  starts  will  be  realized  this  year,  and  that  housing  starts  will  continue  to 
be  high  well  into  1953. 

Personal  consumption  expenditures 

The  expansion  of  Government  exjjcnditures  during  the  past  2  years  has 
led  to  an  enlargement  of  personal  incomes  even  greater  than  the  substantial 
increase  in  Federal  income  ta.xcs,  with  the  result  that  the  general  trend  of 
disposable  personal  income  has  been  upward.  There  will  be  no  additions 
to  Federal  income  tax  rates  to  affeet  personal  incomes  during  the  second 
half  of  1952,  and  only  extraordinarily  rapid  action  by  the  next  Congress  to 
increase  tax  rates  would  have  any  effect  before  the  middle  of  1953.  The 
sustained  increase  in  expenditures  for  national  security,  with  no  offsets 
expected  from  the  private  investment  sector,  will  continue  to  drive  personal 
income  upward,  and  this  increase  will  be  reflected  in  an  increase  in  dis¬ 
posable  income.  The  extent  to  which  it  enters  the  marketplace  as  active 
demand  for  more  goods  and  services  will  depend  upon  the  decisions  of  con¬ 
sumers  with  respect  to  their  individual  saving. 

A  moderate  increase  in  consumer  spending  would  probably  bring  about 
only  a  small  rise  in  prices.  Many  consumer  goods  industries  hold  substan¬ 
tial  inventories,  and  are  running  at  less  than  full  capacity.  More  important, 
there  has  been  a  great  expansion  in  the  capacity  to  produce  many  kinds  of 
goods,  both  industrial  commodities  and  those  required  by  consumers,  and 
the  market  demand  since  the  end  of  the  buying  wave  early  in  1951  has  left 
many  industries  producing  consumers’  goods  with  a  substantial  margin  of 
unused  capacity.  Despite  the  low  national  level  of  unemployment,  there 
is  a  considerable  amount  of  underemployment  in  these  industries.  Manu¬ 
facturers  would  quickly  resjwnd  to  any  increase  in  demand  by  increasing 
production.  Unfortunately,  this  adjustability  of  output  does  not  apply  to 
food,  the  supply  of  which  for  the  next  year  will  be  determined  largely  by 
the  weather. 

Personal  saving 

In  the  first  9  months  after  Korea,  the  choice  of  consumers  was  to  in¬ 
crease  their  spending  rather  than  their  saving;  since  then,  the  choice  has 
been  in  favor  of  saving.  A  sharp  reversal  in  the  attitude  of  consumers 
occurred  after  the  first  quarter  of  1951.  Despite  an  increase  of  5.2  billion 
dollars  in  the  seasonally  adjusted  annual  rate  of  disposable  personal  income 
in  the  second  quarter,  there  was  a  decline  of  6.0  billion  in  the  annual  rate 
of  personal  consumption  e.xpenditures.  Thereafter,  personal  expenditures 
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increased  slowly,  but  the  rate  of  saving  remained  steady  until  the  first 
quarter  of  1952.  For  the  first  half  of  1952  as  a  whole,  the  increase  of 
5.7  billion  in  the  rate  of  expenditures  was  larger  than  the  increase  of  2.3 
billion  in  disposable  income,  and  the  rate  of  saving  thus  declined.  But  the 
rate  of  saving,  about  7.3  percent  of  disposable  income,  was  still  much 
above  the  average  of  the  postwar  years  before  Korea.  (See  chart  25.) 

The  high  rate  of  personal  saving  in  the  recent  past  means  that  con¬ 
sumers  have  built  up  vast  stocks  of  liquid  assets,  which  may  be  used  at  any 
time  to  increase  spending.  But  the  assets  representing  past  personal  saving 
are  not  all  available  for  consumption  expenditures.  They  include  net  in¬ 
vestment  in  homes,  and  the  equity  of  nonincorporated  business  firms  and 
farmers  in  inventories  and  plant  and  equipment.  They  also  include  the 
growing  equity  in  insurance  reserves  which  results  from  premium  payments 
under  contracts  which,  once  entered  into,  are  not  suspended  or  abandoned 
lightly. 

However,  that  part  of  savings  held  in  the  form  of  liquid  assets  has  been 
growing  rapidly.  Additions  to  such  liquid  assets  as  currency,  deposits  in  mu¬ 
tual  savings  banks,  demand  and  time  deposits  in  commercial  banks,  shares  in 
savings  and  loan  associations,  and  Government  securities  expanded  about  8 
billion  dollars  during  1951,  to  reach  the  total  of  232  billion  dollars.  This  is 
the  financial  backlog  which  buttresses  current  personal  disposable  income, 
now  running  at  the  annual  rate  of  nearly  230  billion  dollars.  The  exist¬ 
ence  of  this  large  body  of  assets  gives  its  owners  a  sense  of  security  that 
encourages  them  to  spend  their  current  income  freely,  while  many  of  the 
liquid  assets  would  themselves  be  fuel  for  an  inflationary  blaze  if  one  were 
to  start.  That  such  a  blaze  would  need  to  be  ignited  by  new  forces,  and 
not  by  this  potential  buying  power  itself,  may  be  demonstrated  by  the 
attitude  today  of  consumers  who  prefer  to  build  up  their  liquid  savings. 
But  this  is  a  barrier  to  spending  which  becomes  progressively  weaker  as 
liquid  assets  and  other  savings  move  upward. 

Foreign  demand  for  United  States  products 

One  possible  factor  affecting  the  Nation’s  total  production  may  be 
a  decline  in  the  demand  for  United  States  exports  other  than  military 
goods.  Because  of  balance  of  payments  difficulties,  many  nations  haw 
imposed  import  restrictions  which  may  not  only  reduce  their  direct  pur¬ 
chases  from  the  United  States,  but  also  may  force  other  nations  whose 
earnings  are  impaired  by  the  restrictions  to  take  similar  steps,  with  like  effect 
on  their  buying  of  our  products.  No  significant  influence  of  import  cur¬ 
tailments  on  United  States  exports  was  shown  by  the  statistics  for  the  fint 
5  months  of  1952 ;  some  may  be  felt  in  the  months  ahead.  Our  exports  also 
may  be  affected — in  either  reduced  quantity  or  reduced  prices — by  increas¬ 
ing  competition  in  foreign  markets,  both  from  countries  trying  to  correct  a 
deficit  position  by  export  expansion,  and  by  the  re-emergence  of  Germany 
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I  and  Japan  as  exporters  of  industrial  products.  The  size  of  any  likely  cut 
will,  however,  be  relatively  small  when  compared  with  total  production, 

I  although  it  could  have  a  serious  effect  on  some  industries. 

I 

Implications  of  the  Steel  Stoppage 

Each  additional  week  of  the  current  steel  dispute  means  a  loss  of  more 
I  than  1.8  million  tons  of  steel.  If  the  strike  should  continue  during  the 
remainder  of  July,  a  total  of  19  million  tons  of  ingot  steel  will  have  been 
*  lost  to  the  economy.  Another  serious  loss  of  steel  output  will  be  felt  later, 
j  as  a  consequence  of  the  current  restriction  of  iron  ore  production.  Be- 
I  cause  iron  ore  must  be  shipped  from  the  mines  during  the  months  when 
the  Great  Lakes  are  open,  curtailed  production  now  means  iron  ore  scarcity 
:  next  spring. 

I  At  the  time  the  strike  began,  inventories  of  steel  in  the  hands  of  steel 
■  users  were  relatively  high,  in  many  cases  above  those  required  for  current 
;  production.  Consequently,  the  first  month  of  the  strike  did  not  cut  deeply 
J  into  production  or  employment  in  steel-using  industries.  However,  inven- 
s  tones  were  unbalanced,  some  types  of  steel  being  plentiful  and  others  scarce. 
!  But  as  the  stoppage  progressed  into  July,  even  producers  with  initially 
heavy  inventories  began  to  feel  the  pinch. 

I  Despite  the  agreements  from  both  labor  and  management  to  produce 
i  steel  for  direct  military  needs,  the  output  of  many  important  military  items 
I  was  reduced  during  the  quarter  due  to  steel  shortages.  As  a  consequence, 
i  resumption  of  steel  production  will  mean  that  more  steel  must  be  diverted 
;  to  military  and  defense-supporting  production  than  had  originally  been 
planned,  both  to  build  up  such  inventories  which  might  have  fallen  danger- 
1  ously  low,  and  to  make  up  wherever  jxKsible  for  lost  production.  As  a 
result,  less  steel  will  be  allocated  to  civilian  industries  than  originally 
planned. 

The  drastic  cut  in  steel  production  will  affect  investment  programs,  forc¬ 
ing  a  “stretch-out”  beyond  the  completion  dates  originally  contemplated 
if  the  stoppage  is  not  too  protracted,  but  probably  leading  to  the  cancella¬ 
tion  of  some  programs  if  the  stoppage  is  of  long  duration. 

The  continuance  of  the  shutdown  would  have  fairly  serious  repercussions 
on  employment.  Not  only  would  the  anticipated  pick-up  in  the  produc- 
I  tion  of  consumers’  durable  goods  be  delayed,  but  output  would  have  to  be 
‘  further  curtailed,  requiring  many  plants  to  lay  off  workers.  Soft  goods 
j  industries  would  also  be  adversely  affected  because  of  declining  incomes. 

Whether  the  short-run  outlook  will  be  more  inflationary  as  a  result  of 
curtailed  production  cannot  be  definitely  foretold.  Curtailed  production 
of  consumers’  goods  is  inflationary.  The  loss  in  incomes  resulting  from  cuts 
in  output  is,  however,  deflationary.  The  net  result  depends  upon  whether 
there  will  be  a  spurt  of  anticipatory  buying  arising  from  the  fear  of  rising 
prices  and  shortages  of  goods. 
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The  Inflationary  Bias  of  the  Near-Term  Outlook 

I'he  amount  of  inflationary  pressures  to  be  confronted  in  the  near-term 
future  depends  upon  how  hard  the  demands  of  businessmen,  consumen, 
and  Government  press  against  the  productive  capacity  of  the  economy. 
With  respect  to  Government  demand,  its  size  over  the  next  12  months  will 
depend  basically  upon  the  pace  of  the  security  program.  While  it  is  im¬ 
possible  to  gauge  this  pace  with  precision,  estimates  as  to  the  lower  and 
upper  likely  limits  fall  within  a  range  of  2  or  3  billion  dollars.  Similarly, 
the  upper  and  lower  limits  of  likely  business  investment  within  the  next 
12  months  would  not  now  seem  very  far  apart,  although  there  is  more 
uncertainty  with  respect  to  inventories.  Added  to  these  possibilities  for 
higher  expenditures,  the  rate  of  consumer  expenditures  might  also  rise. 
Such  a  rise  might  lift  total  demand  considerably.  If,  for  example,  the 
rate  of  consumer  spending  out  of  disposable  income  increased  by  only  1 
percent,  and  if  Government  expenditures  and  business  investment  were 
running  at  the  higher  ranges  which  are  likely  during  the  first  half  of  19.53, 
the  combined  effect  would  be  an  8-  to  10-billion-dollar  higher  level  of 
consumer  outlays.  There  is  also  some  uncertainty  as  to  the  extent  to  which 
consumers  will  draw  upon  credit  and  upon  liquid  assets,  and  as  to  the 
general  mood  of  the  buying  public. 

If  the  main  components  of  expenditures  tend  toward  the  lower  side  within 
the  range  of  what  is  now  foreseeable,  the  outlook  is  for  a  period  of  high 
prosperity  in  the  near  future  without  dangerous  inflationary  pressures. 
It  does  not  seem  reasonable  to  expiect  total  expenditures  to  fall  short  of 
the  lower  limit  of  this  range.  Nothing  now  foreseeable  in  the  short-run 
future  justifies  the  hypothesis  of  a  recessionary  movement  for  the  economy 
in  general.  On  the  other  hand,  if  the  main  components  of  total  expendi¬ 
tures  tend  toward  the  higher  levels  indicated,  there  will  be  a  substantially 
growing  inflationary  strain  upon  the  economy. 

The  policy  conclusions  to  be  drawn  from  this  outlook  are  the  same, 
wherever  expenditures  happen  to  fall  within  this  range.  If  the  economy, 
while  operating  at  very  high  levels  of  produetion  and  employment  and  close 
to  its  productive  capacity,  avoids  an  inflationary  movement,  it  will  not  be 
injured  by  the  maintenance  of  the  safeguards  against  inflation.  If,  on  the 
other  hand,  inflationary  pressures  intensify,  the  maintenance  of  safeguards 
against  inflation  will  prove  of  great  value  while  their  abandonment  would 
prove  to  be  a  very  costly  mistake.  This  conclusion  is  strongly  reinforced 
by  the  possibility  that  some  new  wave  of  concern  about  the  international 
situation  could  release  an  inflationary  movement  comparable  in  character 
to  that  which  succeeded  the  Korean  outbreak  and  the  Chinese  intervention. 
Such  a  movement  would  commence  from  a  much  higher  price  level,  in  a 
much  more  fully  utilized  economy,  with  a  large  volume  of  available  pur¬ 
chasing  power. 
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The  experience  during  and  since  World  War  II  is  that,  in  a  world  of 
tension,  a  full-employment  economy  has  an  inflationary  bias,  except  when  the 
business  outlook  is  clouded  by  unfavorable  factors.  No  such  clouds  now 
appear  on  the  immediate  horizon.  In  view  of  the  possibility  of  another 
inflationaiy  spiral,  we  find  nothing  in  the  current  economic  situation  to 
warrant  letting  down  our  guard  against  inflation,  although  we  believe  the 
greater  probability  is  for  a  period  of  stability  or  a  mild  increase  in 
inflationary  pressures  rather  than  for  a  considerable  inflationary  spiral. 


III.  Immediate  Policy  Issues 

In  the  January’  1952  Economic  Review,  the  Council  sought  to  offer  a  com¬ 
prehensive  set  of  policy  recommendations  for  meeting  the  problems  which 
the  economy  seemed  likely  to  face  during  the  present  year.  In  this  Midyear 
Review,  there  is  no  need  to  retrace  this  ground,  except  to  the  extent  that  new 
developments  have  modified  some  of  these  problems  or  created  new  ones. 

Most  noteworthy  among  the  factors  which  have  altered  the  economic 
outlook  significantly  enough  to  call  for  a  reconsideration  of  our  earlier  policy 
appraisals  are  the  prospects  for  larger  supplies  of  many  scarce  materials 
than  had  been  anticipated  earlier,  the  persisting  absence  or  weakness  of 
inflationary  pressures  in  a  number  of  markets,  the  congressional  actions  weak¬ 
ening  anti-inflationary  control  authority,  the  steel  dispute,  and  the  senti¬ 
ment  to  increase  barriers  to  imports  despite  the  continued  balance  of  pay¬ 
ments  difficulties  of  many  foreign  countries. 

These  developments  make  it  desirable  to  take  a  fresh  look  at  the  impact 
of  the  national  security  program  on  the  economy,  as  well  as  at  stabilization 
policy,  and  to  examine  the  relationship  between  our  security  program  and 
economic  problems  abroad  as  it  affects  our  international  economic  policy. 

The  Feasibility  of  the  National  Security  Program 

The  problem  of  strengthening  the  military  and  economic  jxjtential  of 
the  free  world  is  not  an  easy  one.  Unlike  the  situation  in  an  all-out  war, 
the  effort  is  continually  beset  by  uncertainties  as  to  how  much  effort  is 
needed,  and  by  continuous  changes  in  international  tensions.  Since  there 
is  no  such  thing  as  absolute  military  security,  the  size  of  the  security  pro¬ 
gram  must  be  determined  by  balancing  the  sacrifices  which  different  leveb 
of  security  expenditures  would  entail,  against  the  various  degrees  of  strength 
which  can  be  purchased  with  those  expenditures.  In  this  situation,  eco¬ 
nomic  and  strategic  considerations  arc  almost  inextricably  intertwined,  much 
more  so  than  in  an  all-out  war,  when  victory  musi  be  won  whatever  the 
cost.  In  order  to  be  prepared  for  changes  in  the  international  situation,  and 
changes  in  the  pace  of  our  security  build-up  which  might  be  occasioned 
thereby,  a  constant  evaluation  of  the  economic  impact  of  larger  security 
programs  must  be  made. 

Such  an  evaluation  does  not  consist  in  attempting  to  state,  for  example, 
that  a  5-percent  increase  is  feasible  but  a  6-percent  change  is  impossible. 
Rather,  it  consists  in  determining  how  an  increased  allocation  of  resources 
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to  military  use  would  affect  civilian  supplies  and  prices,  and  through  them 
the  standards  of  living  and  economic  efficiency  of  the  Nation.  Given  such 
data,  it  then  becomes  a  matter  of  strategic  consideration  as  to  whether  the 
additional  security  purchased  is  sufficient  to  warrant  the  costs  incurred. 

An  argument  strongly  put  forward  by  persons  seeking  to  reduce  or  slow 
down  the  present  security  program  is  that  this  program  is  too  large  for  the 
country  to  bear,  and,  if  persisted  in,  will  seriously  damage  the  economy.  If 
this  were  true,  it  would  be  of  the  utmost  importance  for  national  policy. 
We  believe  the  argument  to  be  entirely  fallacious;  its  frequent  repetition, 
however,  calls  for  an  examination  of  the  facts. 

In  the  second  quarter  of  1952,  the  50.5  billion  dollars  of  goods  and 
services  (annual  rate)  utilized  for  our  security  programs  represented  about 
15  percent  of  gross  national  product.  Current  mobilization  plans  call  for 
an  increase  in  security  expenditures  for  g(K>ds  and  services  to  a  level  between 
60  and  65  billion  dollars  in  late  1953.  With  only  moderate  increases  in  the 
labor  force,  working  no  longer  hours  than  during  1951,  and  with  the  expan¬ 
sion  of  plant  capacity  which  will  then  have  been  completed,  wc  could 
increase  our  national  output  by  about  25  billion  dollars  while  security 
expenditures  are  scheduled  to  increase  only  10  to  15  billion,  leaving  an  in¬ 
crease  of  10  to  15  billion  dollars  in  gcxxls  and  services  available  for  civilian 
use.  W'hen  the  peak  of  the  presently  planned  security  expenditures  is 
reached,  it  will  represent  less  than  18  percent  of  the  gross  national  prod¬ 
uct,  compared  with  41  percent  at  the  peak  of  World  War  II.  In  addi¬ 
tion,  by  the  end  of  1953,  about  90  percent  of  the  22-billion-dollar  investment 
which  has  been  programed  for  defense-supporting  industries  through  rapid 
tax  amortization  will  have  been  completed. 

During  the  second  quarter  of  1952,  our  gross  national  prcxluct  was  at  an 
annual  rate  of  343  billion  dollars.  If  we  adjust  for  price  changes  since 
1951  and  subtract  the  gcxxls  and  services  which  were  utilized  for  direct 
security  expenditures,  we  find  that  the  amount  left  over  for  civilian  use 
for  both  investment  and  consumption  amounted  to  $1,830  per  capita  (in 
1951  dollars).  By  the  end  of  1953,  given  present  estimates  of  security 
expenditures,  this  could  rise  to  almost  $1,875  per  capita  if  maximum  pro¬ 
duction  is  maintained.  Since  part  of  the  current  per  capita  output  which 
we  have  counted  as  available  for  civilian  use  is  being  utilized  for  defense¬ 
supporting  investment,  the  decline  in  such  investment  will  increase  even 
further  the  amount  actually  available  to  civilians.  Under  the  present  pro¬ 
gram,  therefore,  we  can  carry  out  the  increases  now  planned,  and  at  the 
same  time  achieve  a  very  substantial  per  capita  gain  in  the  use  of  resources 
for  purely  civilian  purposes. 

Such  general  conclusions,  however,  are  not  sufficient  to  measure  the 
impact  of  the  increasing  security  program.  We  must  also  review  its  effects 
Ml  each  of  our  major  national  resources — manpower,  raw  materials,  and 
plant  and  equipment  capacity. 

At  the  present  time,  the  level  of  security  expenditures  is  not  imposing 
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severe  strains  upon  our  resources.  We  can  achieve  the  currently  planned  ® 
levels  by  adding  to  our  civilian  labor  force  only  slightly  more  workers  than  j 
we  would  ordinarily  expect  through  normal  growth.  Average  hours  of 
work  for  the  economy  as  a  whole  have  shown  no  increase  since  1951,  and  in  ^ 
manufacturing  have  actually  declined  slightly.  In  the  first  half  of  1952.  !  - 
average  hours  worked  in  manufacturing  were  about  40.4,  compared  with  ■ 
40.7  in  1951,  40.5  in  1950,  and  45.2  in  1944.  There  is,  indeed,  some  slack 
in  the  economy,  as  demand  for  many  consumer  goods  in  the  past  year  and  a  ! , 
quarter  has  been  only  moderate.  In  general,  labor  shortages,  except  for 
certain  specialized  skills,  have  been  held  to  a  minimum,  and  some  areas  of  ,  I 
moderate  labor  surplus  exist.  As  has  been  pointed  out,  we  could  increase  | 
the  real  national  output  alx)ut  25  billion  dollars  between  now  and  the  1 
end  of  1953  without  adding  to  hours  of  work,  and  with  moderate  growth 
in  the  labor  force.  With  some  slight  additional  effort,  by  increasing  pro-  i 
ductivity  and  improved  utilization  of  the  existing  labor  force,  especially  in  [ ; 
nonurban  areas,  we  could  raise  output  even  more.  ; 

Under  present  .security  programs,  metals  available  for  civilian  supplies  i  | 
should  be  increasing  from  now  on,  as  is  shown  in  chart  24.  With  some  ex-  | 
ceptions,  present  metal  supplies  available  for  civilian  use  have  not  been  so 
low  as  to  cause  a  significant  imbalance  between  the  demand  for  and  the  . 
supply  of  metal-using  products.  This  is  partly  due  to  the  existence  of  heavy 
inventories,  partly  to  the  conservation  of  such  metals  by  manufacturers,  and  ' 
partly  to  a  lower  demand  for  consumer  durable  goods.  As  security  programs  i 
are  raised  moderately,  metal  allocations  to  the  military  may  have  to  be  in-  | 
creased.  This  could  be  done,  while  still  allowing  some  increases  in  metals  !< 
available  for  civilian  use.  It  may  be  necessary  to  reduce  temporarily  tht 
amount  of  steel  available  for  civilian  production  late  in  1952  or  in  1953,  to  | 
make  up  losses  in  military  output  resulting  from  the  steel  strike.  On  the  I 
other  hand,  metals  requirements  for  military  production  have  been  over-  ' 
stated,  in  some  cases,  with  the  result  that  more  metal  has  been  allocated  to  ; 
such  production  than  was  necessary.  In  situations  like  this,  military  pro-  < 
grams  can  be  increased  without  the  diversion  of  additional  metal  from  ; 
civilian  use.  2 

The  level  of  the  security  program  must  be  measured  against  another  m 
resource  besides  manpower  and  materials,  namely,  the  plant  and  equipment  fl 
capacity  to  turn  out  military  end-items.  One  of  the  more  critical  bottle-  || 
necks  in  the  security  production  program  throughout  1951  was  machine  fl 
tools.  However,  part  of  this  problem  disappea’  cd  as  machine  tool  pro-  9 
duction  began  to  climb,  reducing  the  time  required  to  fill  existing  orden  H 
from  almost  24  months  in  mid- 1951  to  slightly  less  than  14  months  at  the  9 
present  time.  While  certain  machine  tools  are  still  critically  short,  causing  9 
bottlenecks,  the  number  of  these  is  small  relative  to  the  total.  Indeed.  9 
machine  tool  manufacturers  are  beginning  to  search  for  civilian  businei'  9 
in  order  to  keep  production  lines  going.  9 

Moreover,  many  plants  producing  military  end-items  have  been  tooled  up  H 


!  beyond  the  needs  of  current  production,  in  order  to  provide  a  base  for  ex- 
;  pansion  in  the  event  of  all-out  war.  In  the  sixth  quarterly  report  of  the 
Director  of  Defense  Mobilization,  it  was  pointed  out  that  in  order  to  build 
a  broad  mobilization  base,  procurement  agencies  are  spreading  contracts 
out  over  a  number  of  plants  working  on  only  a  one-shift  basis,  rather  than 
concentrating  them  in  a  few  plants  working  two  or  three  shifts.  Conse¬ 
quently,  much  of  the  increase  in  military  procurement  can  be  made  possible 
by  raising  production  rates  on  existing  military  production  lines,  and  only 
limited  conversion  of  plants  producing  civilian  goods  is  probable. 

In  other  cases  also,  the  level  of  military  output  can  be  raised  significantly 
;  without  the  diversion  of  a  corresponding  amount  of  resources  from  the 
I  civilian  economy.  A  large  amount  of  experimentation  with  new  designs 
and  models,  development  of  newer  production  techniques,  and  a  general 
flexibility  of  military  procurement,  have  characterized  the  security  program 
since  Korea.  These  design  and  production  changes,  coming  in  a  contin¬ 
uous  stream,  have  meant  that  the  amount  of  resources  needed,  especially 
skilled  labor  and  machine  tools,  per  unit  of  end-item  production  has  been 
exceedingly  high.  However,  General  Bradley,  Chairman  of  the  Joint  Chiefs 
of  Staff,  recently  stated : 

Wc  can’t  afford  to  put  off  any  longer  freezing  models.  If  something  better  comes 
along  later  on,  naturally  wc  will  adopt  it,  and  gradually  replace  this  equipment  with 
it.  Anything  that  is  on  the  drawing  board  now  and  is  not  ready  to  produce  •  ♦  * 

you  are  not  going  to  have  by  1954. 

Thus  the  increase  in  the  production  of  military  items,  under  presently 
planned  schedules,  can  be  much  more  easily  accomplished  by  slowing  down 
the  rate  of  design  and  specification  changes.  In  fact,  the  attainment  of 
economical  mass  production  of  many  items  of  military  equipment  is  depend¬ 
ent  upon  decisions  to  moderate  the  rate  at  which  sp>ecifications  are  changed. 
On  many  items,  the  Department  of  Defense  has  recently  adopted  a  policy  of 
“package”  changes,  under  which  minor  changes  in  design  are  accumulated 
and  submitted  only  at  intervals. 

Of  course,  the  cost,  in  tenns  of  economic  resources,  of  increased  produc¬ 
tion  of  armaments  would  vary  according  to  the  specific  items  of  equipment 
whose  output  was  raised.  In  certain  areas  which  are  currently  limited  by 
specific  bottlenecks  of  machine  tools,  alloying  metals,  and  the  like,  increases 
in  production  would  require  diversion  of  spiecialized  resources  from  the 
civilian  economy.  In  other  areas,  generally  less  critical  than  the  above, 
increased  production  could  be  achieved  with  only  a  limited  impact  upon 
the  civilian  sectors  of  the  economy.  Consequently,  the  cost  of  raising  the 
level  of  the  security  program,  in  terms  of  its  effect  on  the  civilian  economy, 
would  be  partially  dependent  upon  the  particular  area  in  w  hich  production 
was  increased. 

The  argument  that  the  current  security  program  is  imposing  an  excessive 
strain  upon  the  economy  is  frequently  addressed,  not  to  an  examination  of 
the  facts  set  forth  above,  but  rather  to  an  examination  of  the  tax  level  and 
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of  the  current  and  prospective  deficit.  The  tax  level  and  the  deficit  arc 
important,  but  they  alone  do  not  determine  the  ability  of  the  economy  to 
sustain  the  security  program. 

For  example,  the  argument  that  taxes  are  too  high  is  generally  based 
upon  the  assumption  that  they  are  excessively  repressing  business  oppor- 
tunity  for  investment  and  profits,  and  consumer  ability  to  purchase 
goods  and  services.  But  neither  the  business  situation  nor  the  cur-  ! 
rent  standard  of  living  can  be  said  to  have  been  hurt  by  the  level  of 
taxation  necessitated  by  the  security  program,  when  measured  against  the 
need  for  that  program.  In  fact,  the  predominant  business  concern  for  the  | 
future  is  not  that  the  security  program  does  not  leave  enough  resources 
available  for  the  satisfaction  of  other  wants,  but  rather  that  even  with  the  ] 
security  program  the  time  may  come  when  the  satisfaction  of  other  wants  1 
will  not  absorb  the  available  productive  resources.  | 

As  to  the  deficit,  if  the  economy  can  sustain  the  current  and  prospective  | 
diversion  of  resources  to  the  security  program,  the  deficit  merely  reflects  a  j 
decision  of  national  policy  to  finance  part  but  not  all  of  the  cost  through 
taxation.  Whether  or  not  this  decision  is  wise,  a  deficit  under  such  circum¬ 
stances  does  not  mean  that  the  economy  cannot  stand  the  strain. 

In  short,  the  basic  test  of  whether  an  economy  like  ours  can  support  a  de¬ 
fense  program  of  given  size  is  whether  its  productive  resources  are  adequate 
to  service  that  program,  and  at  the  same  time  to  service  other  fundamental 
economic  needs.  If  the  Nation’s  resources  are  adequate  in  this  sense,  means 
can  be  found  to  finance  the  program  consistent  with  maintaining  the 
strength  of  the  economy.  A  decision  either  to  finance  the  program  en¬ 
tirely  by  taxation,  or  partly  by  taxation  and  partly  by  borrowing,  is  consistent 
with  the  maintenance  of  the  Nation’s  economic  strength,  although  there 
will  be  differences  in  the  need  for  other  anti-inflationary  measures  depend¬ 
ing  on  the  financing  method  that  is  chosen. 

In  summary,  the  Council  concludes  that  the  current  and  prospective 
security  program,  including  the  methods  being  employed  to  finance  it,  are 
entirely  compatible  with  the  maintenance  and  in  fact  the  advancement  of 
the  Nation’s  economic  strength.  Thus  far,  it  is  clear  that  this  has  actually  j 
happened.  Looking  to  the  future,  our  productive  resources  are  adequate 
to  expand  the  national  output,  without  excessive  strain,  by  more  than  the 
security  program  will  be  expanded  under  present  plans.  So  long  as  this 
condition  persists,  it  cannot  be  maintained  that  the  security  program  is 
beyond  our  means. 

Stabilization  Poucies 

Fiscal  policy 

In  the  January  1952  Review,  as  in  previous  reviews  prepared  since  the 
Korean  outbreak,  the  Council  urged  that  to  the  largest  extent  possible  the  5 
costs  of  the  national  security  program  be  paid  currently  through  taxation,  j 
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This  policy  was  supported  on  both  fiscal  and  economic  grounds.  The 
Council  recognized  that  moderate  deficits  might  not  be  avoidable  when 
expenditures  were  at  their  highest  level.  But  we  urged  that  tax  rates  be 
placed  sufficiently  high,  so  that  deficits  at  the  peak  could  be  offset  by  sur¬ 
pluses  when  expenditures  were  being  reduced  toward  a  longer-run  main¬ 
tenance  level. 

Federal  taxation.  Our  belief  in  the  desirability  of  a  pay-as-we-go 
policy  has  been  strengthened  by  the  developments  of  the  past  6  months, 
and  by  the  economic  and  fiscal  outlook  for  the  near  future.  The  economic 
outlook  is  for  a  continuing  very  high  level  of  economic  activity,  which  may 
be  accompanied  by  renewed  inflationary  pressures. 

T  he  fiscal  outlook  is  for  an  increasing  deficit  during  the  next  2  or  3  years, 
unless  the  revenue  system  is  strengthened.  In  the  fiscal  year  just  ended, 
the  budget  deficit  was  4  billion  dollars,  while  on  the  cash  basis  receipts  were 
approximately  in  balance  with  expenditures.  In  the  President’s  January 
Budget  Message,  the  deficit  for  the  fiscal  year  1953  was  estimated  at  14 
billion  dollars,  on  the  basis  of  proposed  expenditure  leveb  and  existing  tax 
rates.  More  recent  calculations,  which  take  into  account  congressional 
action  on  the  President’s  budget  requests  as  well  as  the  recent  trend  of 
receipts  and  expenditures,  indicate  a  deficit  in  the  neighborhood  of  10 
billion  dollars  for  this  fiscal  year,  with  substantial  deficits  also  in  prospect 
for  the  fiscal  years  1954  and  1955  under  present  tax  rates. 

The  future  level  of  expenditures  depends  very  largely  on  the  size  of  the 
national  security  program.  As  chart  26  shows,  70  cents  of  each  dollar  spent 
in  the  fiscal  year  1952  went  for  the  major  national  security  programs.  In 
the  President’s  Budget  for  the  fiscal  year  1953,  76  percent  would  go  for 
national  security  and  supporting  programs,  approximately  12  percent  would 
go  for  interest  on  the  public  debt  and  veterans’  programs,  and  only  about 
12  percent  would  go  for  all  other  governmental  programs  put  together. 
These  other  programs  have  been  reduced  somewhat  since  1950,  and  are  not 
likely  to  be  reduced  by  enough  more  to  have  much  effect  upon  the  deficit. 
Such  programs,  besides  being  needed,  have  the  support  of  public  opinion. 
When  increases  in  prices  and  growth  of  population  are  taken  into  account, 
these  programs  in  the  aggregate  are  substantially  smaller  than  they  were  in 
1940.  It  is  clear  that  if  any  large  cut  is  to  be  made  in  the  Budget,  it  will 
have  to  be  made  in  the  national  security  program.  The  size  of  the  national 
security  program  should  rest  on  the  need  for  it,  not  on  some  preconceived 
idea  concerning  tax  reduction,  however  attractive  such  reduction  may  be. 

In  January,  the  President  strongly  reconunended  a  substantial  strength¬ 
ening  of  the  tax  system.  No  action  was  taken  on  this  recommendation 
at  the  recent  session  of  the  Congress.  It  should  be  noted,  moreover,  that 
tax  rates  will  not  continue  throughout  the  rearmament  period  at  their  pres¬ 
ent  levels,  unless  positive  congressional  action  is  taken,  since  the  legisla¬ 
tion  imposing  new  and  higher  taxes  in  1950  and  1951  set  termination  dates. 
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FEDERAL  BUDGET  EXPENDITURES 

In  the  fiscal  year  1952,  total  budget  expenditures  rose  21.5 
billion  dollars,  with  national  security  programs  accounting  for 
most  of  the  increase.  Out  of  each  budget  dollar  spent  in  1952, 
70  cents  went  for  the  major  nathnal  security  programs. 
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Thus,  in  the  absence  of  congressional  action,  the  excess  profits  tax  will 
expire  June  30,  1953;  the  1951  increases  in  the  individual  income  tax 
will  expire  December  31,  1953;  and  the  1951  increases  in  the  corporation 
income  tax  and  the  excise  taxes  will  expire  April  1,  1954.  Thus  the  reve¬ 
nues  for  the  fiscal  year  1954  and,  more  particulary,  subsequent  fiscal  yean 
will  be  substantially  decreased,  unless  legislation  is  passed  to  prevent  the 
automatic  reductions  from  taking  place. 

The  Federal  debt  reached  a  total  of  259.2  billion  dollars  on  June  30. 
1952,  reflecting  an  increase  of  3.9  billion  dollars  during  the  fiscal  year 
(See  appendix  table  B-29.)  Since  1917,  the  total  amount  of  public  debt 
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that  the  Treasury  has  been  permitted  to  have  outstanding  has  been  set  by 
I  congressional  action.  Since  the  size  of  the  debt  is  determined  by  expendi- 
'  turcs  and  revenues,  which  arc  dependent  on  congressional  action,  the  debt 
limit  has  been  changed  as  the  situation  required  or  permitted.  The  highest 
I  point  to  which  the  debt  limit  was  raised  was  300  billion  dollars,  which  was 
'  effective  during  the  latter  part  of  the  war.  Since  1946,  the  public  debt 
limitation  has  been  275  billion  dollars.  The  outlook  now  is  that  the  rising 
I  debt  will  reach  this  limit  sometime  during  the  fiscal  year  1954. 

'  There  should  be  no  need  at  this  late  date  to  discuss  again  the  superiority 
of  taxation  over  borrowing  as  a  means  of  distributing  the  financial  cost  of  the 
defense  program.  When  Government  spending  is  financed  by  taxation, 
each  person’s  share  of  the  bill  is  determined  by  the  types  of  taxes  that  are 
imposed.  Reliance  upon  Government  borrowing  to  finance  spending  in¬ 
curs  the  risk  that  part  of  the  bill  will  be  distributed  among  the  population 
I  in  the  hit-and-miss  fashion  which  characterizes  inflation.  Particularly  in 
a  full-employment  economy,  taxation  helps  to  protect  the  purchasing 
power  of  the  dollar,  and  thus  makes  it  easier  for  the  economy  to  carry  the 
I  real  cost  of  Government  programs.  Under  present  conditions,  high  taxes 

*  accordingly  are  needed  not  only  for  fiscal  reasons,  but  also  as  an  essen¬ 

tial  measure  of  inflation  control.  Taxation  should  be  the  last  inflation 
control  measure  to  be  relaxed,  since  it  is  a  basic  measure  and  the  most 
effective  one  for  long-continued  use.  • 

Paying  taxes  is  always  unpleasant.  Consequently,  it  is  always  easy  to 
I  make  an  appealing  argument  that  taxes  should  be  lowered,  if  one  ignores 
■  considerations  of  economic  and  national  policy.  But  it  is  these  consider¬ 
ations  that  make  it  necessary  to  have  a  tax  system  at  all,  and  it  is  these  con- 
e  sidcrations  which  should  weigh  very  heavily  in  determining  how  much  and 

*  what  kind  of  taxes  the  people  should  pay  at  any  particular  time.  It  is  after 
viewing  the  entire  picture  that  the  Council  concludes  that  it  would  be 
premature  to  raise  hopes  of  tax  reduction  in  the  near  future. 

Although  the  present  level  of  taxation  is  not  a  damaging  one,  it  clearly 
imposes  a  burden  on  taxpayers.  Those  burdens  would  be  somewhat  easier 
to  bear,  if  the  inequities  and  loopholes  which  exist  in  the  tax  system 
were  removed.  Inequities  ought  to  be  removed  whenever  they  are  discov¬ 
ered.  And  it  is  especially  important  to  remove  them  when  taxes  are  high, 
since  high  tax  rates  accentuate  unfairness  in  the  distribution  of  tax  burdens, 
and  increase  the  harmful  economic  effects  of  tax  discriminations.  Whatever 
else  is  done  to  the  tax  system,  the  program  of  structural  improvements  pro- 
I  posed  last  January  and  at  other  times  should  be  adopted. 

Fiscal  policy  at  the  State  and  local  level.  Since  World  War  II,  there  has 
I'ccn  a  continuous  uptrend  in  the  spending  of  State  and  local  governments 
for  highways,  schools,  hospitals,  water  and  sanitation  facilities,  and  other 
public  works.  For  several  years,  the  net  borrowing  for  these  purposes  in 
the  aggregate  has  been  relatively  small.  State  and  local  governments  are 
now  planning  outlays  for  public  works  which  will  lift  expenditures  sub- 
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stantially  above  the  probable  level  of  receipts.  The  easing  of  controls  on 
some  construction  materials,  combined  with  the  elimination  of  the  Volun¬ 
tary  Credit  Restraint  Program,  will  permit  these  projects  to  move  ahead 
at  a  faster  rate  than  in  the  past  year.  Some  further  growth  in  State  and 
local  borrowing  accordingly  can  be  anticipated. 

From  the  viewpoint  of  economic  stabilization,  it  would  of  course  be  desir¬ 
able  to  postpone  as  many  of  these  projects  as  possible,  until  such  time  as  they 
would  not  compete  for  scarce  resources  or  contribute  to  inflationary  pres¬ 
sures.  Even  better  would  be  the  postponement  of  less  urgent  projects  until 
they  would  make  a  contribution  to  the  support  of  the  economy,  if  other 
supporting  forces  weaken.  It  is  to  be  hoped  that  Slate  and  local  govern 
ments  will  recognize  their  responsibility  for  contributing  to  economic  sta 
bility,  and  that  wherever  feasible  such  deferment  will  be  the  policy  followed. 

It  must  be  recognized,  however,  that  there  are  many  State  and  local  public 
works  projects  which  have  a  high  priority  for  early  construction.  The 
deterioration  of  highways,  overcrowding  of  schools,  pressure  of  a  growing 
and  mobile  population  on  community  facilities,  and  the  general  problems 
raised  by  urban  congestion,  have  in  many  cases  produced  a  serious  condition. 

Credit  policy 

Appropriate  credit  policies  are  essential  to  the  success  of  a  stabilization 
program.  Market  demand  is  generated  by  the  extension  of  credit  and  the 
usb  of  past  savings,  as  well  as  by  the  use  of  current  income.  Credit  policies 
affect  market  demand  primarily  through  their  impact  on  credit  extension, 
and  they  also  may  affect  the  volume  of  saving  out  of  current  income  and 
the  forms  in  which  savings  are  held.  Their  impact  can  be  general  oi* 
selective,  depending  upon  the  types  of  actions  taken. 

Credit  restraints  have  many  advantages  over  most  other  anti-inflationan 
measures.  From  the  standpoint  of  the  control  authority,  credit  regulation  is 
impersonal,  since  it  relates  to  the  volume  of  credit  in  general  or  to  credit 
for  financing  the  purchase  of  whole  classes  of  goods.  To  be  sure,  the  lenden 
themselves  operate  on  a  person-to-person  basis,  since  they  may  be  obliged  to 
decide  which  customers  to  accommodate  and  which  to  turn  away.  A  more 
important  advantage  of  credit  controls  is  that  they  avoid  direct  interference 
with  the  operation  and  functioning  of  the  price  system.  Regulation  of  par 
ticular  forms  of  credit,  moreover,  affords  an  opportunity  to  reinforce  on  a 
selective  basis  the  operation  of  direct  price  and  production  controls.  On 
the  whole,  credit  controls  arc  simple  to  apply,  and,  given  adequate  legis¬ 
lative  authority,  are  administratively  flexible.  For  these  reasons,  they 
should  be  among  the  first  controls  to  be  imposed  when  inflationary’  pres¬ 
sures  are  felt,  and  they  may  continue  to  be  useful  even  after  many  other 
control  measures  can  be  discontinued. 

It  is  accordingly  very  desirable  that  adequate  authority  to  regulate  the 
amount  and  terms  of  private  borrowing  be  continued  as  long  as  any  infla¬ 
tionary  threat  remains.  Unfortunately,  the  existing  powers  arc  far  from 
adequate.  Although  the  recent  Congress  continued  authority  for  price. 
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wage,  and  production  controls,  it  did  not  renew  the  power  to  impose  con¬ 
trols  on  loans  to  finance  the  purchase  of  consumer  goods.  Moreover,  the 
power  to  restrict  credit  for  the  purchase  of  new  houses  was  narrowly  limited 
by  the  provision  that  practically  no  such  restrictions  should  apply  when 
housing  starts  for  a  3-month  period  were  less  than  a  seasonally  adjusted 
annual  rate  of  1.2  million,  a  figure  which  has  rarely  been  exceeded.  It 
may  be  that  the  country  will  have  the  good  fortune  of  not  seriously  need¬ 
ing  to  exercise  these  powers,  but  in  view  of  the  risks  that  strong  inflationary 
pressures  may  be  renewed,  it  is  a  matter  of  simple  prudence  that  these 
powers  should  be  restored  as  soon  as  it  is  feasible  for  the  Congress  to  do  so. 

Price  and  wage  stabilization 

Two  broad  but  simple  principles  should  guide  the  planning  of  the  price- 
wage  stabilization  program  in  the  period  ahead.  The  first  is  that  these 
controls  are  an  integral  part  of  our  preparedness  apparatus — an  apparatus 
geared  not  only  to  meeting  the  needs  and  strains  of  the  immediate  defense 
build-up,  but  also  to  providing  a  reserve  for  meeting  the  needs  and  strains 
that  might  suddenly  be  imposed  by  other  Koreas  or  by  total  mobilization. 
The  inflationary  strains  imp)osed  by  the  present  build-up  continue  to  be  very 
real  ones,  and,  as  was  indicated  above  in  the  discussion  of  the  short-run  out¬ 
look,  the  chance  that  they  may  increase  in  the  near  future  is  at  least  as 
large  as  the  chance  that  they  may  not.  In  addition,  direct  controls  con¬ 
stitute  insurance  against  the  worst  excesses  of  the  inflationary  surges  which 
future  international  outbreaks  might  thrust  upon  us.  The  lack  of  price 
and  wage  control  authority,  or  of  the  organization  required  to  exercise  it 
quickly  if  need  be,  could  undercut  the  ability  of  other  elements  of  the 
mobilization  program — such  as  the  allocations  and  procurement  func¬ 
tions — to  meet  sudden  future  strains  should  they  come. 

The  second  general  principle,  which  is  generally  accepted  both  in  and  out 
of  Government,  is  that  because  of  their  undesirable  aspects  these  controls 
should  be  kept  to  a  minimum,  and  should  be  eliminated  just  as  soon  as  they 
cease  to  be  clearly  necessary. 

In  administering  the  direct  control  program,  the  two  foregoing  principles 
should  be  applied  in  the  manner  which  best  fits  the  economic  outlook,  in¬ 
sofar  as  it  can  be  discerned  from  time  to  time.  Throughout  the  next  2 
years,  defense  expenditures  as  presently  planned  will  be  nearing  or  at  peak 
levels.  The  need  for  being  prepared  in  all  respects  to  meet  any  new  danger 
which  may  be  thrust  upon  us  from  outside  will  be  at  a  maximum.  For  the 
next  6  to  12  months,  as  has  been  explained  in  Part  II  of  this  Review,  the 
outlook  is  for  a  continuance  in  general  inflationary  pressure,  probably  mod¬ 
erate,  but  very  possibly  stronger  than  it  has  been  in  the  recent  past.  For 
this  period,  there  is  need  for  policies  of  wage  and  price  control  which  may 
require  substantial  modification  thereafter,  if  the  slowing  down  in  the  rate 
of  expansion  of  defense  expenditures  should  change  the  tone  of  the  economy. 

At  the  end  of  June,  the  Congress,  in  renewing  the  Defense  Production 
Act,  extended  authority  for  general  price  and  wage  controls  for  10  months. 
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until  the  end  of  April  1953.  This  legislation,  as  renewed,  contains  a  num¬ 
ber  of  weakening  amendments.  Notable  on  the  price  side  are  the  bar¬ 
ring  of  any  control  of  fruit  and  vegetable  prices,  and  amendments  which 
may  bog  down  the  price  control  effort  in  excessive  litigation  and  procedural 
complexities.  On  the  wage  and  salary  stabilization  side,  a  number  of  actions 
were  taken  which  will  weaken  the  control  program.  Among  these  are  the 
exclusion  of  agricultural  labor,  the  exclusion  of  engineers,  and  the  provision 
limiting  the  Wage  Stabilization  Board’s  jurisdiction  with  respect  to  disputes, 
including  the  distinction  drawn  between  economic  and  noneconomic  issues. 

Taken  as  a  whole,  the  new  price,  wage,  and  rent  stabilization  legisla¬ 
tion  weakens  controls.  In  addition,  the  legislation  has  placed  a  somewhat 
greater  relative  burden  on  the  machinery  of  direct  controls,  by  reducing  the 
authority  for  selective  controls  in  the  field  of  credit.  Skillful  administra¬ 
tion  may  enable  the  new  law  to  provide  a  workable  basis  for  the  direct 
control  program  during  the  next  10  months,  but  only  if  the  recent  con¬ 
dition  of  relative  stability  in  the  economy  continues. 

In  view  of  the  inflationary  pressure  inherent  in  the  rising  level  of  expe  ndi- 
tures  for  the  defense  program,  it  would  be  unsafe  to  attempt  major  changes 
in  the  present  basic  structure  of  wage  and  price  controls  at  this  time.  It 
should  continue  to  be  a  general  structure,  operated  with  cautious  suspension 
of  ceilings  only  when  it  is  reasonably  clear  that  they  are  not  likely  to  be 
needed.  This  policy  is  necessary  in  order  to  protect  the  relative  price  sta¬ 
bility  and  economic  balance  which  have  been  achieved  during  the  past  year 
and  a  half,  with  the  help  of  these  controls  and  the  psychological  climate 
they  encourage. 

An  inflationary  spiral  could  develop,  cither  through  a  lack  of  controls, 
or  conceivably  in  the  guise  of  escalation  permitted  by  controls.  It  is  be¬ 
cause  of  the  latter  possibility  that  it  will  be  essential  to  retain  a  general  con¬ 
trol  structure  during  the  near  future,  and  that  it  be  centered  on  the  broad 
principle  of  minimizing  cost  increases. 

Obviously,  this  requires  control  not  only  of  prices,  but  also  of  wages. 
Insistently,  since  the  commencement  of  the  defense  program,  the  Council 
has  emphasized  in  practically  all  of  its  published  reports  and  reviews  these 
two  points:  (1)  that  control  of  prices  and  of  wages  is  not  enough,  unless 
the  two  types  of  control  are  interrelated  through  a  unified  over-all  poliq 
and  a  unified  general  supervision.  This  does  not  mean  that  price  changes 
and  wage  changes  should  always  move  together  or  at  the  same  rate,  but 
it  does  mean  that  there  must  be  a  unified  approach  to  what  kind  of  wage 
changes  are  consistent  with  price  stabilization,  and  what  kind  of  price 
changes  are  consistent  with  wage  stabilization;  (2)  that,  just  as  detailed 
price  administration  is  not  practical  without  an  over-all  price  policy,  so 
detailed  wage  stabilization,  while  it  must  remain  flexible,  is  not  practical 
without  an  over-all  wage  stabilization  policy  defined  and  declared  with 
sufficient  precision  to  prevent  any  important  case  from  being  decided  purely 
on  an  ad  hoc  basis.  There  is  need  to  stress  these  two  points  now. 

The  administration  of  price  controls  and  wage  stabilization  should  be 
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11-  guided  by  two  specific  principles.  First,  it  will  be  necessary  to  continue  to 

ir-  require  the  absorption  of  cost  increases,  in  industries  where  such  increases 

ch  can  fairly  be  absorbed.  Second,  with  particular  reference  to  wages  as  a 

al  factor  in  costs,  it  will  be  necessary  to  keep  continually  under  review  the 

ns  i  accumulation  of  increases  permissible  under  the  several  wage  regulations, 
be  to  prevent  them  from  attaining  unstabilizing  proportions.  With  alert 
)n  administration,  the  accumulation  can  be  kept  from  becoming  a  reverberat- 
3,  ing  element  disturbing  cost-price  relationships  generally. 

3.  The  need  for  maintaining  an  operating  general  control  structure  in  the 
a-  months  of  pronounced  inflationary  risks  just  ahead  does  not,  and  should 

at  not,  mean  that  all  individual  price  ceilings  must  remain  operative.  In 

te  April,  the  Office  of  Price  Stabilization  began  a  carefully  planned  program 

a-  of  ceiling  suspension  in  the  cases  of  commodities  the  market  prices  of  which 

ct  ■  had  dropped  substantially  below  ceilings,  and  where  there  was  no  strong 
1-  reason  to  expect  an  early  renewal  of  pressure  on  ceilings.  Ceilings  were  sus¬ 

pended,  in  the  first  instance,  on  16  commodities  in  the  fats  and  oils  and 
i-  hides  and  leather  groups.  Since  then,  there  have  been  a  number  of  further 

3  suspensions.  In  the  recent  extension  of  the  Defense  Production  Act,  the 

It  Congress  has  expressed  the  purpose  that  this  practice  go  forward, 
n  It  is  important,  however,  to  emphasize  the  difference  between  this  tech- 
c  nique  of  ceiling  suspension — which  has  been  accepted  by  the  Congress 

i*  and  is  altogether  appropriate  for  the  current  period — and  outright  de-* 
J  control,  which  would  not  now  be  an  appropriate  general  practice.  In  the 
c  case  of  suspension,  while  businessmen  are  relieved  of  the  burden  of  elabo¬ 
rate  record-keeping  and  reporting,  provision  is  made  for  closely  watching 
1)  the  prices  in  question  during  the  suspension  period ;  an  adequate  organiza- 
^  tion  is  retained  to  reintroduce  ceilings  quickly,  if  necessary;  the  price  control 
agency  has  the  discretion  to  rcimpose  the  old  ceiling  if  market  trends  or 
i  prospects  make  such  action  advisable;  and  the  business  community  stands 
notified  that  the  ceiling  will  be  automatically  reimposed  if  the  market  price 
i-  rises  within  a  stated  distance  of  the  ceiling  level.  Under  outright  decon- 

I  trol,  on  the  other  hand,  few  of  these  protections  would  be  retained.  If  the 

‘  agency  kept  its  authority,  ceilings  could  in  theory  be  reimposed.  But  there 

5  would  be  no  automatic  procedure  for  accomplishing  rcimposition  when  the 

'  need  for  it  developed,  and  the  necessary  organization  and  information  would 

*  be  lacking.  Because  it  would  be  a  difficult  and  time-consuming  process 

t  I  to  reconstitute  controls  in  the  event  of  an  inflationary  resurgence,  to  de¬ 
control  on  a  wide  scale  in  the  present  situation  would  be  dangerous. 

International  Economic  Policy 

There  has  recently  been  growing  pressure  to  increase  restrictions  on  the 
entry  of  imports  into  the  United  States — through  amendments  to  the  De¬ 
fense  Production  Act,  through  use  of  the  “escape  clause”  to  revoke  conces¬ 
sions  made  in  reciprocal  trade  agreements,  and  in  other  ways.  The  ten- 
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dency  to  seek  increased  protection  when  domestic  markets  soften  is  a 
natural  one.  The  Government,  in  determining  its  course,  must  always  en¬ 
deavor  to  administer  its  policies  in  a  manner  which  minimizes  injury  to 
individuals.  But  in  considering  requests  for  increased  restrictions  upon 
importation,  the  Government  must  also  consider  the  general  economic  ef¬ 
fects  of  such  restrictions  and  their  consistency  with  other  public  policies. 

Effective  increases  of  import  restrictions  raise  prices  to  domestic  users, 
and,  under  normal  conditions  of  trade,  also  force  foreign  countries  sooner 
or  later  to  cut  their  purchases  from  us.  In  the  long  run,  the  artificial 
curtailment  of  trade  generally  reduces  efficiency  in  the  use  of  economic  re¬ 
sources,  and  thereby  reduces  the  total  amount  of  output.  These  considera¬ 
tions,  being  well  known,  need  not  be  elaborated  here.  In  addition  to  them, 
however,  is  a  newer  consideration  arising  out  of  the  fact  that  some  of  the 
countries  whose  trade  would  be  affected  by  increased  United  States  im{X)rt 
restrictions  are  receiving  foreign  aid. 

•  This  country  has  extended  foreign  aid  since  the  end  of  the  war  because, 

I  after  repeated  and  thorough  public  discussion  in  connection  with  the  loan  to 

the  United  Kingdom,  the  Europ)can  Recovery  Program,  the  Mutual  De¬ 
fense  Assistance  Program,  the  Mutual  Security  Program,  and  other  pro¬ 
grams,  it  was  concluded  that  the  volume  of  goods  which  a  number  of  foreign 
countries  should  be  enabled,  in  our  joint  interests,  to  import  was  greater 
than  the  volume  they  could  finance  solely  through  their  exports  of  goods 
and  services  and  the  flow  of  our  private  capital  and  private  gifts.  It  has 
been  generally  recognized  that,  if  these  countries  are  to  become  self-support¬ 
ing,  and  if  underdevelojaed  countries  are  to  increase  their  borrowing  capacity 
so  that  sound  loans  and  direct  investments  can  be  substituted  for  grants 
from  the  United  States,  they  must  increase  their  exports.  When  we  place 
increased  restrictions  upon  their  exports  to  us,  and  thus  upon  their  dollar 
earnings,  however,  w'e  increase  their  need  for  aid,  and  to  that  extent  defeat 
our  own  policy  of  helping  them  to  get  along  without  it.  Thus  some  of  the 
burden  of  such  restrictions  falls  upon  the  United  States  taxpayer,  who 
finances  a  larger  volume  of  aid  than  would  otherwise  be  necessary.  Even 
if  we  were  to  provide  no  additional  aid  in  response  to  the  increased  need, 
such  measures  reduce  the  ability  of  the  countries  affected  to  repay  the 
loans  we  have  already  extended  to  them. 

Purchases  from  us  by  foreign  countries,  whether  or  not  they  receive  aid, 
are  limited  by  their  dollar  receipts.  To  the  extent  that  we  restrict  imports 
without  increasing  foreign  aid,  and  avoid  a  reduction  of  foreign  payments 
on  our  public  and  private  investments,  our  exports  are  certain  to  be  reduced. 
The  gain  in  sales,  profits,  and  employment  by  the  domestic  industry  which 
is  given  increased  protection  is  then  made  at  the  expense  of  sales,  profits, 
and  employment  in  industries  producing  for  export,  a  fact  which  most 
producers  for  export  appear  to  have  been  slow  to  recognize. 

It  is  clear  that  the  policies  of  helping  other  countries  to  become  more  fully 
self-supporting,  and  of  reducing  the  strain  on  our  economy,  both  require  an 
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expansion  of  imports.  I'his  establishes  a  strong  presumption  against  in¬ 
creases  in  our  barriers  to  imports.  Indeed,  the  Council  believes  that  in 
the  years  ahead  further  reductions  in  our  import  barriers  will  be  found  to 
be  in  the  national  interest. 

Another  major  aspect  of  international  economic  policy  relates  to  the  ex¬ 
port  of  capital  from  the  United  States  to  other  countries.  Many  of  the  Icss- 
well-dcveloped  nations  have  come  to  recognize  their  potentialities  for  eco¬ 
nomic  development.  In  the  nature  of  the  case,  their  development  will  be 
very  slow,  if  it  must  be  based  entirely  on  their  own  current  saving.  For  these 
countries,  the  importation  of  capital  is  essential. 

The  raising  of  economic  levels  throughout  the  free  world  is  a  matter  of 
vital  interest  to  the  United  States.  Economic  development  not  only  raises 
living  standards  and  facilitates  cultural  and  political  advance  within  the 
developing  country;  it  also  increases  the  supply  of  needed  goods  for  other 
countries.  More  important,  economic  development  is  necessary  for  the 
achievement  of  the  world-wide  peace  and  tranquillity,  which  are  vital  if  our 
own  economic  future  is  to  be  a  favorable  and  secure  one. 

The  economic  development  of  the  United  States  during  the  nineteenth 
century  was  speeded  and  advanced  by  capital  investment  from  abroad. 
The  shoe  is  now  definitely  on  the  other  foot.  The  economy  of  the  United 
States  is  now  relatively  far  advanced,  and  has  been  exporting  capital  for 
a  generation.  However,  in  the  present  state  of  world  insecurity,  little 
tendency  is  being  shown  for  private  capital  from  the  United  States  to  be 
invested  overseas,  except  to  secure  raw  materials,  particularly  oil  and  metals. 

The  policy  of  the  United  States  has  been  one  of  encouraging  investment 
abroad.  We  believe  this  policy  should  be  continued  and  expanded.  To 
the  greatest  extent  possible,  investment  abroad  should  be  through  private 
channels.  In  the  existing  situation,  however,  it  is  not  likely  that  private 
capital  will  go  abroad  in  any  very  large  stream  without  improved  private 
institutional  arrangements  or  further  positive  encouragement  by  the  Gov¬ 
ernment.  Further  efforts  are  needed  in  order  to  achieve  a  mutually  de¬ 
sirable  flow  of  capital  from  the  United  States  to  the  less  developed  countries. 
Sound  methods  for  encouraging  such  investment  should  be  under  continuing 
study  and  promotion. 
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IV.  The  Longer-Range  Prospects  for  Stability 

and  Growth 

Many  thoughtful  people  have  been  expressing  concern  that  the  high-level 
prosperity  in  prospect  for  the  near  future  may  be  succeeded  by  an  economic 
downturn  of  substantial  or  even  depressionary  proportions.  Some  have  said 
that  this  may  commence  when  national  security  expenditures  have  stopped 
rising,  and  begin  to  decline.  Others  have  said  that,  even  without  a  decline 
but  with  merely  a  leveling-off  in  security  expenditures  after  the  peak  is 
reached,  the  productive  power  of  the  economy  will  have  built  up  to  a  point 
where  market  demand  will  not  be  sufficient  to  absorb  the  full  product. 

This  concern  sometimes  centers  upon  the  belief  that  investment  will 
diminish  after  most  of  the  expansionary  programs  undertaken  to  support 
the  mobilization  base  will  have  been  completed.  It  sometimes  centers 
upon  the  belief  that  consumer  spending  might  decline  or  fail  to  expand, 
either  because  consumers  received  too  little  income  or  chose  to  spend  a 
smaller  fraction  of  it.  These  two  points  of  emphasis  do  not  neglect  the 
fact  that  investment  and  consumption  interact  upon  each  other.  More 
generally,  the  reason  often  given  for  concern  that  prosperity  may  not  con¬ 
tinue  is  that  the  years  since  the  end  of  World  War  II  have  not  yet  subjected 
the  economy  to  a  real  test  of  its  ability  to  resist  depression,  that  this  test  is 
bound  to  come  within  a  few  years,  and  that  the  resistant  powers  of  the 
economy  may  not  be  adequate  when  the  test  comes. 

The  Council  believes  that  the  present  time  is  none  too  early  for  study  and 
discussion  of  this  problem.  It  would  be  overly  optimistic  to  assume  that 
impersonal  or  automatic  forces  will  enduringly  perpetuate  prosperity,  or 
that  human  foresight  and  preparedness  are  no  longer  essential  ingredients. 
The  problem  of  maintaining  stability  and  growth  has  not  disappeared. 

On  the  other  hand,  we  reject  as  overly  pessimistic  the  argument  that  the 
major  depression  which  some  have  feared  since  the  end  of  World  War 
II  is  inevitable.  We  believe  that,  if  appropriate  adjustments  in  private 
and  public  economic  policy  are  made  in  time,  the  conditions  in  prospect 
beyond  the  near-term  period  discussed  earlier  in  this  Review  can  be  held 
consistent  with  the  maintenance  of  a  high  level  of  production  and  em¬ 
ployment.  While  the  problems  ahead  are  not  to  be  minimized,  there  is 
nothing  which  indicates  that  they  are  beyond  our  capacity  as  a  nation  to 
deal  with  successfully.  In  the  final  result,  we  hold  to  the  view  which  is 
implicit  in  the  Enrployment  Act  of  1946 — that  our  economic  future  can  be 
bright  if  our  economic  behavior  is  intelligent,  and  that  the  degree  of  in¬ 
telligence  required  for  this  purpose  is  not  beyond  the  reach  of  available 
knowledge,  common  sense,  and  good  will.  Toward  the  achievement  of  this 
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.  end,  it  is  appropriate  to  commence  an  examination  of  the  problem  now, 
although  many  factors  are  much  too  uncertain  for  definitive  analysis  at 
this  time.  The  following  discussion  is  accordingly  preliminary  and  ten¬ 
tative.  The  Council  is  making  the  problem  the  subject  of  continuing  and 
intensive  study. 

Certainly,  the  objective  of  maintaining  maximum  employment  and  pro¬ 
duction  without  substantial  interruption  in  the  years  ahead  is  of  great  im¬ 
portance.  The  idea  that  a  general  recession  in  production  and  employment 
L  is  an  acceptable  method  of  correcting  maladjustments  in  the  economy 
must  be  firmly  rejected,  for  reasons  which  the  Council  has  analyzed  and 
I  presented  in  previous  publications.  Quite  aside  from  the  personal  hard¬ 
ships  and  social  tensions  which  result  from  such  a  development,  it  is  more 
likely  to  enlarge  rather  than  to  reduce  the  problems  confronting  the  econ- 
^  omy.  An  economic  machine  that  is  running  down  hill  creates  serious 
maladjustments  and  distortions.  Moreover,  it  is  harder  to  prevent  the 
,  economic  machine  from  gaining  momentum  if  it  starts  to  run  down  hill 
than  it  is  to  erect  safeguards  against  decline;  and  it  is  even  harder  to  push 
the  machine  up  again,  once  it  is  well  down  the  hill. 

While  the  course  of  economic  development  never  involves  exact  rcjjetition, 

■  there  are  nonetheless  elements  in  our  economic  history  which  have  a  bearing 
upon  the  future,  looked  at  with  discrimination.  For  that  purpose,  we  select 
the  period  between  the  end  of  World  War  II  and  the  Korean  outbreak, 
rather  than  any  p)eriod  prior  to  World  War  II.  This  is  because,  despite 
admitted  differences,  the  economy  a  few  years  hence  will  in  many  respects  be 

-  more  similar  to  the  postwar  economy  than  to  the  prewar  economy.  This 
will  be  true  in  terms  of  income  structure,  the  habits  of  business  and  con¬ 
sumers,  institutional  practices  both  private  and  public,  and  the  kind  of  world 
we  live  in.  Consequently,  we  believe  that  a  careful  examination  of  the 
period  from  1944  to  1950  can  help  to  set  in  better  perspective  the  problems 
of  the  years  ahead. 

Significance  of  Experience  From  World  War  II  to  Korea 

In  examining  the  relevance  to  our  future  problems  of  the  period  from 
;  World  War  II  to  Korea,  we  believe  it  useful  to  divide  that  period  into  two 
parts:  (1)  the  period  from  1944  to  1946,  when  the  economy  made  its  first 
adjustment  to  an  enormous  curtailment  of  war  spending,  and  (2)  the  period 
from  1946  to  the  middle  of  1950,  when  the  economy  for  the  most  part  main¬ 
tained  high  levels  of  production  and  employment,  and  expanded  to  absorb 
a  growing  labor  force  and  an  advancing  productivity,  during  a  time  when 

■  defense  spending,  while  high  by  prewar  standards,  was  very  much  lower  than 
it  will  be  in  the  foreseeable  years  ahead. 

The  period  from  1944  to  1946 

Measured  in  1951  prices  to  facilitate  comparison,  war  exjjcnditures 
dropped  from  139  billion  dollars  in  1944  to  24  billion  in  1946.  (See  chart 
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CHANGE  IN  COMPONENTS  OF 
GROSS  NATIONAL  PRODUCT,  1944-46 

Between  1944  and  1946  the  tremendous  drop  in  notional 
security  expenditures  was  offset  sufficiently  by  increases  in 
the  other  principal  components  of  demand  to  maintain  high 
peocetime  levels  of  production  and  employment. 
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27.)  But  the  civilian  sectors  of  the  economy,  in  “making  up”  for  the  de¬ 
cline  in  war  demand,  did  not  have  to  generate  additional  activity  to  the 
extent  of  the  whole  1 15-billion  dollar  drop.  Hours  of  work  were  reduced, 
:  many  jaersons  left  the  labor  force,  and  many  who  left  the  armed  forces  did 
i  not  seek  to  enter  civilian  employment.  (See  chart  28.)  Unemployment 
'  rose  considerably  from  the  abnormally  low  levels  of  wartime,  without  be- 
>  coming  high  for  a  peacetime  economy.  And  a  sharp  change  in  the  com- 
1  position  of  total  national  production  more  than  washed  out  the  effect  of  any 
general  increase  in  productivity  (resulting  from  improved  technology)  up)on 
j  the  amount  of  rise  in  nondefense  sjiending  needed  for  high  employment.  In 
consequence,  although  the  gross  national  product  measured  in  1951  prices 
had  been  316  billion  dollars  in  1944,  a  product  of  only  273  billion  was  con¬ 
sistent  with  high-level  employment  in  1946,  And,  although  war  expendi- 
j  tures  declined  by  1 15  billion  dollars,  an  increase  in  other  types  of  demand  of 
I  only  71  billion  sufficed  to  maintain  the  economy  at  a  high  level  of  employ¬ 
ment.  As  shown  in  table  2 1 ,  this  increase  was  achieved  through  expansion 
in  all  major  types  of  nonsecurity  activities. 

Looking  to  the  future,  it  is  impossible  to  be  sure  now  in  what  year  security 
!  outlays  may  commence  to  decline  or  by  how  much.  But  it  is  entirely  clear 
j  that  any  decline  within  the  next  few  years  will  not  be  comparable  to  that 
■  v^hich  took  place  between  1944  and  1946.  It  is  probably  safe,  for  the 
purposes  of  this  discussion,  to  assume  a  decline  which  would  be  in  the  neigh- 
i  borhood  of  5  billion  dollars  a  year  during  the  first  2  years  after  it  com- 
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Table  21. — Changes  in  gross  national  product  in  constant  prices 
[Billions  of  dollars,  1951  prices,  seasonally  adjusted  annual  rates] 


Component 

1944 

1946 

1950, 

first 

half 

Cha 

1944  to 
1946 

mgo 

mnto 

1950, 

first 

halt 

316 

273 

295 

-44 

+23 

National  security  expenditures . 

139 

24 

18 

-115 

-« 

177 

248 

277 

+71 

+2> 

Personal  consumption  expenditures . 

156 

185 

205 

+29 

+20 

Gross  private  domestic  investment . 

13 

42 

50 

+29 

+8 

Net  foreign  investment . 

-8 

3 

-4 

+  11 

-7 

Government  expenditures  for  goods  and  services  for  other 

than  national  security  programs . 

15 

18 

2C 

+3 

+8 

Federal . . 

2 

3 

6 

+1 

+2 

State  and  local . 

13 

15 

21 

+2 

■H 

i 

Note. — Detail  will  not  neoassarlly  add  to  totals  because  of  rounding. 
Source:  See  appendix  table  B-2. 


menced,  or  10  billion  for  2  years.  This  figure  is  very  small,  when  compared 
with  the  71  billion  dollar  figure  which  reflected  the  net  increase  in  other 
types  of  demand  required  between  1944  and  1946. 

It  would  be  fallacious  to  discuss  the  problem  ahead  solely  in  terms  of 
the  foregoing  comparison  of  the  relative  size  of  the  past  and  prospective 
needed  increases  in  nondefensc  spending.  If  the  only  diflference  between 
the  1944—46  period  and  the  coming  transition  period  were  in  terms  of  these 
magnitudes,  it  would  be  reasonable  to  assume  that  an  economy  which  found 
ways  to  adjust  successfully  to  so  great  a  decline  in  war  spending  will  find 
ways  to  adjust  a  much  smaller  decline  in  defense  spending.  But  there 
are  other  major  differences  between  the  two  periods.  There  were  tem¬ 
porary  factors  which  accelerated  private  demand  immediately  after  World 
War  II,  which  will  not  be  present  in  anywhere  near  the  same  degree  in 
the  years  ahead.  Among  the  most  important  of  these  temporary  factors 
were  the  huge  accumulation  of  liquid  funds  which  resulted  from  a  very 
great  wartime  expansion  of  incomes  accompanied  by  heavy  deficit  financing 
and  the  repression  of  civilian  buying;  the  accumulation  of  “backlogs”  in 
consumers’  durable  goods,  industrial  plant  and  equipment,  housing,  com¬ 
mercial  construction,  and  inventories;  and  the  rapid  “spring-back”  of 
repressed  wartime  buying  to  a  more  normal  relationship  to  incomes.  In 
1944,  consumer  spending  was  76  percent  of  disposable  income;  it  jumped 
back  to  92  percent  in  1946.  The  rate  of  private  investment  was  far  below 
normal  in  1944,  and  had  been  for  some  years  before  that.  By  1946,  in¬ 
vestment  outlays  had  jumped  very  sharply  toward  a  relationship  to  total 
production  more  nearly  typical  of  peacetime  conditions. 

The  experience  between  1944  and  1946  has  significance  for  the  future  in 
another  way.  Both  enterprise  and  government  had  made  systematic  and 
extensive  efforts,  toward  the  end  of  World  War  II,  to  prepare  for  its  imme¬ 
diate  aftermath.  The  success  of  these  efforts,  which  averted  many  diffi* 
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!  culties  that  would  have  been  certain  if  the  problem  had  been  neglected, 
illustrated  the  Nation’s  ability  to  look  ahead  and  to  prepare  in  time.  That 
i  ability  still  exists,  even  though  the  problems  ahead  vary  from  those  of 
I  the  past. 

;  The  period  from  1946  to  mid-1950 

i  While  the  record  of  economic  transition  between  1944  and  1946  is  of 
some  significance  for  the  future,  it  is  in  the  Council’s  view  far  less  signifi- 
'•  cant  than  economic  developments  between  1946  and  the  Korean  develop- 
i  ment  in  mid-1950.  For  while  no  one  in  1944  could  forcast  the  exact  tim¬ 
ing  of  the  “depression,”  many  thought  one  would  follow  World  War  II; 
the  development  which  was  truly  startling  to  these  forecasters  was  not  that 
the  catastrophe  did  not  come  by  1946,  but  rather  that  it  had  not  appeared 
even  by  1950.  In  seeking  explanation  for  this,  some  factors  appear  which 
may  reflect  permanent  changes  in  the  economy  brought  about  during  the 
years  after  the  great  depression  and  accelerated  during  World  War  II. 

It  is  true,  of  course,  that  the  extraordinary  or  temporary  stimulants  to 
demand  had  by  no  means  ceased  to  apply  in  the  years  after  1946.  At  the 
end  of  1946,  the  levels  of  money  supply,  liquidity,  and  personal  savings 
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were  unusually  high  relative  to  business  activity.  (See  chart  29.)  The 
suppressed  inflation  of  the  wartime  and  early  postwar  years  came  into  the 
open  with  the  precipitate  abandonment  of  price  controls.  The  price  in¬ 
flation  had  a  stimulating  effect  on  business  investment.  Moreover,  many 
kinds  of  demand  could  not  be  filled  promptly  and  some  made  themselves 
felt  more  slowly  than  others.  But  even  though  the  more  or  less  temporary 
factors  growing  in  one  way  or  another  out  of  the  war  helped  to  explain  the 
buoyancy  and  expansion  of  the  postwar  economy,  it  would  be  wrong  to 
conclude  that  the  production  and  employment  of  the  postwar  years  after 
1946  rested  almost  altogether  on  these  elements. 

Without  minimizing  the  importance  of  these  factors,  it  is  clear  that 
the  largest  part  of  the  demand  in  the  high-level  prosperity  of  the  postwar 
years,  especially  after  1946,  was  a  continuing  demand,  not  a  temporary  one 
closely  linked  to  the  war.  The  standards  of  living  in  matters  such  as  food, 
clothing,  travel,  and  recreational  activities,  as  well  as  in  many  other  items, 
were  raised  to  new  high  levels  which  clearly  could  not  be  attributed  to 
shortages  or  “backlogs”  accumulated  during  World  War  II.  The  introduc¬ 
tion  of  new  products,  which  some  of  the  high  demand  reflected,  was  of  a 
character  which  recurrently  has  given  new  imp>etus  throughout  our  economic 
history.  And  even  in  the  fields  of  consumers’  durable  goods  and  housing, 
where  the  backlog  persisted  the  longest,  the  current  level  of  income  would 
in  itself  clearly  have  supported  a  far  higher  level  of  expenditure  than  existed 
in  periods  of  lower  income. 

Viewing  this  whole  record,  explanation  beyond  the  traditional  reference 
to  postwar  backlogs  must  be  sought  to  account  for  the  progress  registered 
by  the  economy  not  only  through  1946,  but  more  importantly  in  the  4  years 
after  that.  The  factors  of  a  more  enduring  quality  than  those  immediately 
following  a  great  world  war  would  seem  to  include  the  following: 

In  the  first  place,  very  high  incomes  were  flowing  to  all  important  sectors 
of  the  economy,  thus  creating  high  demand.  While  this  condition  is  not 
automatically  self-perpetuating,  it  creates  a  favorable  momentum  in  an 
economy  where  retarding  factors  are  not  operating  in  an  opposite  direction. 

In  the  second  place,  the  economic  community  rejected  the  doctrine  of 
a  stagnant  economy,  and  regarded  our  great  productive  capacity  and  our 
ability  to  enlarge  it  further  as  an  asset  rather  than  as  a  handicap.  Dynamic 
investment  was  made,  not  merely  with  a  view  to  supplying  existing  demand, 
but  with  confidence  that  enough  demand  would  be  present  to  buy  the  future 
increased  product  flowing  from  the  investment.  The  fears  of  businessmen 
carried  over  from  the  depression  era  diminished,  and  appreciation  grew 
regarding  the  potentialities  of  new  and  expanding  markets. 

In  the  third  place,  the  economic  community  had  come  to  concentrate 
more  study  and  action  upon  those  private  economic  policies  which  con¬ 
tributed  to  a  fairly  balanced  growth  of  investment  and  consumption.  While 
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some  distortions  appeared  in  price-wage  relationships,  the  processes  of  price 
and  wage  adjustment  worked  well  enough  to  provide  both  the  funds  and  the 
incentives  for  high-level  capital  formation  and  high-level  consumer  buying. 
Without  weakening  the  business  structure,  productivity  gains  were  trans¬ 
lated  into  purchasing  power  widely  distributed  among  the  people. 

Incomes  were  more  widely  distributed  than  in  either  the  twenties  or  the 
years  immediately  preceding  the  war.  While  the  precise  effects  of  this 
change  still  are  open  to  debate,  it  probably  bolstered  consumption.  Accord¬ 
ing  to  studies  of  the  National  Bureau  of  Economic  Research,  the  share 
of  disposable  income  going  to  the  top  5  percent  of  income  receivers  declined 
from  33.5  percent  in  1929  to  20  percent  or  less  in  the  postwar  period.  Esti¬ 
mates  published  by  the  Council  in  previous  Reviews  confirm  the  fact  that 
the  increase  in  purchasing  power,  which  has  been  spread  generally 
throughout  the  population,  has  been  relatively  greatest  at  low  and  medium 
levels  of  income.  This  trend  has  been  evident,  for  one  thing,  from  the  in¬ 
creasing  share  of  total  income  taken  by  those  regions  of  the  country — notably, 
the  Southeast  and  Southwest — where  per  capita  incomes  have  been  the 
lowest.  It  is  indicated  also  by  the  relative  gains  in  those  forms  of  income — 
notably  wage  and  salary  payments — where  unevenness  in  income  distribution 
is  probably  least  pronounced. 

In  the  fourth  place,  the  strength  of  postwar  private  demand  was  imple¬ 
mented  by  an  abundance  of  credit  available  at  low  rates  of  interest.  This 
factor  should  be  distinguished  from  the  enlargement  of  liquid  savings  and 
the  money  supply  held  by  the  public,  which  resulted  from  the  war  and 
might  be  expected  to  have  only  a  relatively  temporary  expansionary  effect. 

In  the  fifth  place,  a  striking  change  in  population  trends  became  evident 
during  the  war.  The  rate  of  population  growth  in  the  United  States  has 
risen  very  sharply  since  the  thirties.  Most  of  this  increase  came  during  and 
immediately  after  the  war,  but  so  far  it  has  not  abated.  (See  chart  30.) 
In  1953,  the  U.  S.  population  will  be  20  million  higher  than  in  1945.  The 
annual  rate  of  growth  has  risen  from  0.7  percent  at  the  start  of  the  thirties 
to  about  1.8  percent.  The  great  increase  in  the  number  of  young  married 
couples  since  the  end  of  the  war  suggests  that  this  acceleration  of  population 
growth  is  not  merely  a  postwar  spurt.  Concentrated  as  it  has  been  in  the 
younger  age  group,  where  parents  have  more  mouths  to  feed,  and  in  the 
older  group,  where  the  consumption  rate  tends  to  be  relatively  high,  this 
population  growth  has  provided  a  significant  support  to  consumption. 

The  population  has  also  been  shifting  geographically.  The  pronounced 
movement  away  from  the  centers  of  our  cities  to  suburban  areas  and  to¬ 
ward  the  West  and  Southwest  has  added  to  the  demand  for  automobiles, 
commercial  transportation,  commercial  construction,  and  housing.  This, 
together  with  other  population  developments,  has  also  added  to  the  ex¬ 
panded  needs  for  public  facilities  and  services. 

Moreover,  maniages  created  new  families  at  an  extremely  high  rate  in 
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the  postwar  period,  and  many  additional  households  were  created  by  “un¬ 
doubling”  from  crowded  wartime  quarters.  These  trends  supplied  a  sub¬ 
stantial  bolster  to  the  demand  for  housing  and  for  the  consumer  durable 
goods  that  go  into  new  homes.  However,  unlike  the  growth  in  population, 
the  marriage  rate  has  already  commenced  to  decline. 

In  the  sixth  place,  during  the  period  1946-50  there  was  a  moderate 
but  sustained  growth  of  nonsecurity  government  expenditures,  partly  in 
response  to  the  greater  needs  for  public  services  associated  with  the  popu¬ 
lation  developments  just  noted.  From  1946  to  1949,  Federal,  State,  and 
local  government  expenditures  on  nonsecurity  goods  and  services  increased 
from  18  billion  dollars  to  27  billion  (1951  prices).  Most  of  this  increase 
occurred  at  the  State  and  local  levels. 

Most  of  these  factors  which  underlay  the  high  levels  of  total  demand 
from  1946  to  1950  should  continue  to  assert  themselves  in  the  longer-run 
period  ahead.  It  may  be  that  they  provide  a  sufficiently  strong  tendency 
toward  the  maintenance  of  high-level  employment  and  production  to  make 
it  less  easy  than  in  the  past  for  the  initiating  causes  of  a  substantial  re¬ 
cession  or  depression  to  get  under  way.  But  the  economy  seems  by  no 
means  invulnerable  to  such  developments.  It  is  fortunate,  therefore,  that 
there  also  are  factors  within  the  economy  which  may  tend  to  restrain  and 
circumvent  initial  downward  movements  before  they  gain  cumulative  force. 

Stabilizers  built  into  our  institutions 

The  quick  reversal  of  the  decline  of  business  activity  in  1949  focused 
attention  on  another  kind  of  demand  support  which,  in  addition  to  the 
elements  which  have  already  been  identified,  contributed  to  the  high 
level  of  production  and  employment  in  the  postwar  period.  This  kind  of 
demand  support  had  been  built  into  the  structure  of  our  economy  since 
the  great  depression.  Such  “built-in  stabilizers”  do  not  primarily  prevent 
fluctuations  in  activity  or  provide  positive  remedies  for  them,  but  they 
operate  to  reduce  their  magnitude.  They  function  either  by  decreasing 
tax  collections,  increasing  Government  payments,  or  both. 

The  social  security  system  is  one  of  these  “built-in  stabilizers.”  The  em¬ 
ployment  taxes  collected  under  it  drop  when  economic  activity  declines, 
while  benefits  paid  to  insured  persons  increase,  particularly  unemployment 
insurance  benefits.  From  1948  to  1949,  when  private  wages  and  salaries  fell 
by  2.7  billion  dollars,  unemployment  insurance  benefits  rose  about  1  billion 
dollars.  Old-age  insurance  payments  also  tend  to  increase  when  more 
people  voluntarily  retire  as  jobs  become  scarcer. 

The  responsiveness  of  tax  collections  to  changes  in  income  also  contri¬ 
butes  to  the  stabilization  of  demand.  Thus,  while  the  annual  rate  of 
personal  income  declined  by  8.1  billion  dollars  from  the  second  half  of 
1948  to  the  second  half  of  1949,  Federal  personal  income  tax  payments 
declined  by  1.9  billion  dollars.  The  automatic  reduction  in  Federal  in¬ 
come  taxes  was  the  major  reason  why  this  8.1-billion-dollar  decline  in  total 
personal  income  was  accompanied  by  a  decline  of  only  6.4  billion  in  dis- 
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posable  personal  income.  During  the  same  period,  there  was  a  decline  of 
2.4  billion  dollars  in  the  rate  of  corporate  profits  tax  accruals,  which  cush¬ 
ioned  the  impact  on  corporations  of  the  fall  in  sales. 

The  price  support  system  for  agricultural  products  is  another  new  fac¬ 
tor  which  helps  to  cushion  the  effects  of  price  declines  on  farmers  and 
the  economy  as  a  whole.  In  the  moderate  recession  which  began  late  in 
1948  or  early  in  1949,  farm  prices  and  farm  incomes  declined.  But  the 
average  level  of  farm  prices  fell  only  24  percent  during  the  24  months 
from  January  1948  to  December  1949,  compared  with  a  break  of  over  50 
percent  in  average  farm  prices  within  a  12-month  period  in  the  crash 
following  World  War  I.  Without  the  existence  of  the  price  support  pro¬ 
gram,  the  declines  would  have  been  greater,  and  declining  farm  purchas¬ 
ing  power  would  have  been  a  major  weakening  influence  in  the  economy, 
as  it  had  been  in  the  earlier  periods  of  1920-21  and  1929-32.  With  near- 
record  output  of  farm  products  in  1948  and  1949,  Government  investment 
in  price  support  operations  rose  from  about  300  million  dollars  in  mid- 
1948  to  a  total  of  almost  4.3  billion  dollars  in  early  1 950. 

It  is  important  to  note  that  no  emergency  Government  programs  were 
adopted  to  deal  with  the  1949  recession.  The  “automatic  stabilizers” 
accounted  for  about  half  of  the  6-billion-dollar  increase  in  Federal  cash 
expenditures  between  1948  and  1949.  The  remainder  was  for  purposes 
other  than  stabilization,  such  as  foreign  aid.  Cash  receipts  fell  off,  partly 
as  a  result  of  income  declines,  but  also  as  a  result  of  a  substantial  reduction 
of  income  taxes  in  mid- 1948.  This  resulted  in  the  surplus  of  8  billion 
dollars  in  1948  being  replaced  by  a  small  cash  deficit  of  1.2  billion  in  1949. 

Reinforcing  these  public  stabilizers  arc  some  changes  which  have  appeared 
in  private  business  action.  In  1949,  it  was  not  the  institution  of  emergency 
Government  programs,  but  rather  the  decisions  of  business,  which  main¬ 
tained  a  high  level  of  investment  based  upon  the  long-range  potential  of  the 
economy.  And  although  protective  legislation  helped,  it  was  primarily  the 
strength  of  labor  organization  combined  with  important  changes  in  business 
thinking  which  prevented  substantial  wage  reductions,  instead  of  adding  to 
the  cumulative  forces  of  depression  by  a  general  policy  of  wage  cutting — a 
policy  which  in  an  earlier  era  had  erroneously  been  looked  upon  as  an  in¬ 
strument  of  revival  through  reducing  business  costs. 

The  1944-50  record  summarized 

Chart  31,  showing  the  movement  of  gross  national  product  and  its  prin¬ 
cipal  compionents  from  the  peak  World  War  II  year  of  1944  to  the  first 
half  of  1950,  just  before  the  impact  of  the  Korean  outbreak,  summarizes  the 
effects  of  the  factors  which  have  been  identified  in  the  foregoing  pages. 
In  it  and  in  appendix  table  B-3  are  reflected  the  outcome  of  the  forces 
which  governed  total  spending  and  production  during  the  period:  the 
enormous  drop  in  defense  spending  in  1945  and  1946;  the  great  volume  of 
money  and  liquid  private  savings  which  resulted  from  the  financing  of  the 
war;  the  surge  of  liberated  private  demand  for  consumer  goods  and  fixed 
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capital  goods  which,  with  the  assistance  of  increased  inventory  spending  and 
net  foreign  investment,  filled  the  gap  of  needed  demand  in  those  early  tran¬ 
sitional  years;  the  steady  and  growing  strength  of  consumption  and  basic 
investment  demand  which  characterized  the  period  thereafter;  the  growth 
of  nonsecurity  government  expenditures;  the  fluctuations  of  inventory 
sjjending  and  net  foreign  investment  which  agitated  total  demand  but  never 
bullied  it  into  a  major  down-spiral,  even  when  the  downward  movement 
of  both  joined  forces  in  1949;  the  institutional  stabilizers  which  played  a 
significant  role  in  that  year;  and  finally  the  resurgence  of  consumption 
and  investment  in  early  1950,  bringing  renewed  evidence  of  the  healthy 
and  expanding  state  of  the  civilian  economy  before  the  present  security  pro¬ 
gram  took  shape. 

This  record  strongly  illustrates  the  ability  of  a  dynamic  economy  to  coun¬ 
teract  declines  in  one  sector  by  advances  in  another.  It  warns  against  the 
assumption  that  a  substantial  decline  in  one  sector — even  if  it  occurs — will 
necessarily  arrest  the  progress  of  the  whole  economy.  From  1947  to  1948, 
for  example,  net  foreign  investment  declined  by  close  to  9  billion  dollars,  and 
in  1949  private  investment  declined  by  more  than  9  billion  dollars,  but  in 
each  instance  other  developments  of  a  neutralizing  character  quickly  asserted 
themselves. 

In  a  complex,  flexible,  dynamic  economy  like  ours,  substantial  upward 
and  downward  movements  in  specific  sectors  inevitably  will  occur  from  time 
to  time.  One  problem  of  such  an  economy  is  to  prevent  the  movements  of 
the  different  sectors  from  coinciding;  another  is  to  prevent  changes  in  one 
sector  from  causing  similar  changes  in  other  sectors,  thus  resulting  in  a 
cumulative  downward  movement.  This  makes  the  whole  task  of  stabiliza¬ 
tion  and  growth  more  manageable  than  if  the  whole  economy  moved 
together  in  an  inevitable  cyclical  process  of  boom  and  depression. 

The  Problem  Ahead 

The  economy  of  today  may  be  said  to  have  “grown  up”  to  its  defense 
burden.  Productive  power  has  been  enlarged  to  an  extent  enabling  us,  with¬ 
out  excessive  strain,  to  carry  the  defense  burden  while  maintaining  a  high 
and  advancing  level  of  business  investment  and  consumer  supplies.  Between 
now  and  the  time  when  defense  outlays  cease  to  climb,  the  near-term  out¬ 
look  is  that  (1)  our  productive  power  will  be  sufficient  to  support  the 
increasing  defense  program  without  inflation,  if  moderate  safeguards  are 
maintained,  and  if  there  is  not  great  change  in  the  international  situations; 
and  (2)  private  and  public  demand  combined  will  be  sufficient  to  support  a 
high  level  of  employment  and  business  activity. 

The  longer-range  outlook  which  here  concerns  us  looks  to  the  time  when 
defense  outlays  are  stabilized — under  current  plans,  sometime  during 
1953 — and  later  begin  to  decline.  When  they  stabilize,  the  issue  of  main¬ 
taining  maximum  employment  and  production  will  depend  upon  whether 
the  private  demand  of  business  and  consumers  and  the  nondefense  expendi- 
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tures  of  Federal,  State,  and  local  governments  maintain  in  the  aggregate 
a  rate  of  expansion  consistent  with  improvements  in  productivity  and  a 
growing  labor  force,  without  benefit  of  the  stimuli  provided  by  expanding 
defense  outlays.  When  defense  outlays  commence  to  decline,  the  problem 
of  maintaining  maximum  employment  and  production  will  be  somewhat 
accentuated,  but  not  essentially  changed.  The  decline  in  defense  outlays 
during  the  period  under  consideration  will,  in  any  event,  be  a  relatively 
small  factor  compared  with  others  operating  in  so  vast  and  varied  an 
economy. 

As  will  appear  in  the  discussion  below,  the  kinds  of  temporary  factors 
which  stimulated  demand  after  World  War  II  are  not  likely  to  be  present  in 
substantial  degree  in  the  longer-range  period  ahead.  The  more  enduring 
factors  present  in  the  1946-50  period,  which  became  of  increasing  impor¬ 
tance  with  the  passage  of  time  after  the  war,  will  determine  the  result.  If 
the  more  enduring  factors  of  strength  should  not  be  sufficiently  strong  in 
the  years  ahead,  the  impact  of  even  a  moderate  reduction  in  defense  out¬ 
lays,  or  in  investment  or  consumption,  could  be  cumulatively  aggravated 
by  a  deflationary  psychology  among  businessmen  or  consumers.  In  that 
event,  a  combination  of  retarding  forces,  feeding  upon  one  another,  could 
have  serious  results.  On  the  other  hand,  if  the  more  enduring  factors 
of  strength  arc  powerful,  and  if  the  economy  continues  to  exhibit  a  high 
degree  of  resiliency  and  adaptability  such  as  it  has  shown  for  more  than 
a  decade,  declines  in  one  sector  or  another  of  the  economy  should  not  be 
large  or  precipitous  enough  to  trouble  the  economy  seriously  even  for  a 
short  period,  since  any  declines  would  be  quickly  offset  by  increases  in  other 
sectors. 

There  is  no  reason  to  adopt  a  priori  the  dismal  thesis  that  an  economy 
which  found  ways  between  1946  and  1950  to  market  the  product  of  high- 
level  employment  will  lose  its  ability  to  do  so  a  few  years  hence.  The  prob¬ 
lems  in  some  respects  will  be  different,  but  not  so  different  as  to  make  irrele¬ 
vant  that  heartening  experience.  We  may  now  proceed  to  an  examination, 
fraught  though  it  be  with  many  uncertainties,  of  the  principal  factors  on 
which  the  longer-range  economic  outlook  will  depend. 

Basic  demand  prospects 

The  maintenance  of  high  employment  and  production  in  the  period  under 
consideration  will  depend  primarily  upon  the  presence  of  a  rise  in  consumer 
and  business  demand  adequate  (a)  to  substitute  for  any  decline  which 
may  occur  in  security  spending  in  excess  of  any  rise  in  nonsecurity  public 
spending,  and  (b)  to  utilize  the  increasing  productive  potential  of  the  econ¬ 
omy.  In  normal  times  this  increasing  productive  potential,  reflecting  both 
growing  population  and  growing  productivity,  might  approximate  4  percent 
annually.  However,  in  the  first  years  after  security  spending  stops  rising, 
the  needed  increase  in  total  demand  may  be  somewhat  lower  than  this. 
This  is  because  working  hours,  the  proportion  of  the  population  in  the 
civilian  labor  force,  and  the  role  of  high  productivity  defense  industries,  all 
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may  be  significantly  above  normal  at  the  maximum  level  of  the  defense 
build-up.  Most  certainly,  the  necessary  increase  of  consumer  and  busi¬ 
ness  demand  will  be  much  smaller  in  both  absolute  and  relative  terms  than 
that  which  occurred  during  the  period  1 944-^46,  and  on  an  annual  basis 
probably  will  be  closely  comparable  to  the  increases  which  occurred  during 
some  years  between  1946  and  1950.  The  problem  thus  appears  clearly  to 
be  one  of  manageable  prop>ortions.  The  next  step  in  the  analysis  is  to 
examine  the  prospects  for  private  demand. 

Fiscal  factors  affecting  private  demand.  The  outlook  for  Federal  finances, 
during  at  least  the  first  part  of  the  period  under  consideration,  is  for  sub¬ 
stantial  Federal  deficits  unless  there  is  a  further  increase  in  taxes.  The 
resulting  rise  in  privately-held  Government  securities,  and  such  increase  in 
the  money  supply  as  may  result  from  financing  part  of  the  deficit  through 
bank  borrowing,  will  increase  the  liquidity  of  the  economy  and  be  a  buoyant 
influence.  This  assumes  that  the  inflationary  impact  of  the  deficit  has  been 
restrained  or  offset  in  the  immediate  future  period  of  rapidly  rising  defense 
outlays.  The  deficits  and  increases  in  liquidity  will  be  small  in  comparison 
with  World  War  II  experience. 

There  seems  no  reason  to  doubt  that  credit  will  be  available  in  adequate 
supply  and  at  reasonable  rates  of  interest  for  financing  business  investment 
and  durable  goods  consiunption. 

Outlook  for  consumer  spending.  The  outlook  for  consumer  spending,  the 
largest  single  component  of  total  demand,  appears  fairly  reassuring.  There 
are  of  course  some  uncertainties  in  this  outlook.  First  of  all,  consumer 
spending  depends  fundamentally  upon  the  volume  of  consumer  incomes, 
which  in  turn  are  heavily  dependent  upon  the  levels  of  private  investment 
and  of  public  expenditures.  The  Council’s  analysis  of  the  outlook  for 
private  investment  (itself  strongly  influenced  by  the  outlook  for  consumer 
spending,  as  we  indicate  below)  and  public  outlays  indicates  developments 
within  a  range  which  should  produce  a  further  enlargement  in  consumer 
incomes  prior  to  the  pericxl  under  consideration,  so  that  consumers  would 
enter  the  period  with  high  levels  of  disposable  income. 

The  second  factor  which  determines  the  level  of  consumer  spending  is 
the  jjercentages  of  disposable  income  spent  and  saved.  The  rate  of  saving 
has  continued  high  since  its  sharp  climb  in  the  second  quarter  of  1951,  when 
spending  declined  from  the  high  rate  which  followed  the  Korean  outbreak. 
Since  the  third  quarter  of  1951,  it  has  declined  from  9  percent  of  disposable 
income  to  7  percent  in  the  most  recent  quarter.  Much  of  the  saving  has 
taken  the  form  of  increased  holdings  of  liquid  assets,  and  this  if  continued 
will  restore  a  higher  degree  of  liquidity  in  the  private  sector  of  the  economy. 
This  is  significant,  since  if  the  rise  in  disposable  personal  income  should  be 
interrupted  temporarily  in  the  period  under  discussion,  there  is  a  good 
chance  that,  as  in  1949,  the  rate  of  saving  would  fall  as  individuals,  drawing 
upon  reserves  of  liquid  assets,  attempted  to  maintain  their  standards  of 
living.  This  certainly  could  be  expected,  unless  the  fear  of  depression  caused 
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a  husbanding  of  savings  as  a  means  of  promoting  personal  security.  Thus, 
i  a  dip  in  saving  might  serve  as  a  shock  absorber  to  help  carry  the  economy 
;  through  a  temporary  deviation  from  the  long-term  rise  in  consumer  incomes. 

Over  the  longer  run,  there  has  been  no  observable  tendency  for  the  rate 
of  saving  to  rise  as  a  secular  trend.  There  is  no  basis  yet  for  concluding 
that  a  rate  of  saving  as  high  as  the  recent  rate  is  likely  to  become  a  p)ermanent 
feature  of  the  economy,  or  that  the  rate  of  saving  will  tend  to  increase  as  the 
standard  of  living  rises  further. 

In  the  period  ahead,  fluctuations  in  the  saving  rate  probably  will  be 
mainly  associated  with  changes  in  the  proportion  of  income  spent  for  con¬ 
sumer  durable  goods.  Some  observers  believe  that,  because  of  the  in¬ 
creased  use  of  consumer  credit  to  finance  durable  goods  buying  in  recent 
years,  and  because  the  present  volume  of  outstanding  consumer  debt  is 
very  large,  the  demands  for  automobiles  and  other  consumers’  durable 
goods  may  fail  to  keep  up  with  incomes  in  the  period  ahead.  In  addition, 
the  decline  now  beginning  in  the  rate  of  family  formation  will  exert  a 
i  dampening  effect.  However,  replacement  demand  for  durable  goods  should 
I  be  an  important  factor  holding  up  consumer  expenditures,  especially  in  the 
!  case  of  automobiles,  because  of  the  high  proportion  of  cars  on  the  road  that 
are  already  over  age,  and  because  of  the  striking  recent  growth  in  the 
!  number  of  two-car  families.  Further,  the  demand  for  new  products  is 
likely  to  form  an  important  supplement  to  replacement  demand  in  the 
next  few  years.  Home  freezers,  driers,  air  conditioners,  and  other  new 
products  were  relatively  immune  to  the  drop  in  durable  goods  purchases 
which  took  place  last  year.  Moreover,  there  are  some  indications  that  de¬ 
mand  for  consumer  nondurable  goods  in  the  last  year  or  two  has  averaged 
somewhat  low  relative  to  incomes,  and  might  therefore  be  exjjected  to  rise. 

The  outlook  for  investment  in  productive  facilities.  The  expected  high 
level  of  consumer  demand  would  normally  be  expected  to  induce  a  large 
amount  of  investment  in  plant  and  equipment.  The  amount  will  depend  in 
part,  however,  on  the  relationship  between  consumer  demand  and  existing 
plant  capacity. 

The  buying  spurts  after  Korea  undoubtedly  stimulated  the  efforts  of 
businessmen  to  make  investment  in  industries  which  had  little  or  no 
relationship  to  the  defense  program.  As  a  result  of  materials  shortages, 
delays  in  filling  orders  for  machine  tools,  and  restrictions  on  unnecessary 
construction,  there  has  been  some  restraint  of  such  investment  activity.  But 
the  amount  of  curtailment  has  been  relatively  small,  and  no  doubt  will 
be  even  smaller  during  the  remainder  of  the  defense  build-up.  Even  at 
the  present  time,  when  the  stimulus  of  a  growing  defense  program  in  in¬ 
come  and  consumer  spending  is  strong,  there  is  unused  capacity  in  a  num¬ 
ber  of  consumer  goods  industries.  In  addition,  the  defense  program  is 
entailing  an  extraordinarily  large  volume  of  outlays  for  plant  and  equip¬ 
ment  to  broaden  the  industrial  mobilization  base.  While  a  substantial 
proportion  of  these  new  plants  perhaps  never  will  be  useful  for  the  produc¬ 
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tion  of  civilian  goods,  the  part  that  will  be  useful  and  available  for  that 
purpose  is  likely  to  be  large.  Moreover,  as  the  scheduled  build-up  pro¬ 
grams  are  completed,  the  special  investment  for  the  defense  program  will 
be  greatly  diminished,  and  in  some  industries  will  come  to  an  end. 

These  considerations  regarding  plant  capacity,  taken  alone,  would  point 
to  a  downward  adjustment  in  the  rate  of  total  investment  in  plant  and 
equipment  later  on.  However,  the  expansion  of  some  industries  shows 
every  sign  of  increasing.  Despite  the  rapid  expansion  of  electric  power 
capacity  which  has  been  taking  place,  analyses  of  power  needs  and  invest¬ 
ment  plans  indicate  that  outlays  for  that  purpose  will  probably  rise  to  even 
higher  levels  for  several  years  to  come.  Similarly,  present  plans  call  for 
further  increases  in  investment  in  the  development  of  oil  and  gas  facilities. 
The  chemical  industry  also  has  been  growing  with  great  speed,  and  most 
evidence  points  to  a  maintained  or  possibly  higher  rate  of  investment  for 
several  years  ahead.  The  motor  truck  and  bus  transportation  industry 
also  gives  promise  of  requiring  higher  investment  outlays  in  the  future. 

The  history  of  industrial  development  indicates  that  other  new  industries 
are  even  now  in  their  early  stages,  and  will  be  expanding  to  support  invest¬ 
ment.  Most  forecasts  of  the  volume  of  investment  tend  to  be  too  low, 
because  the  intangible  character  of  these  dynamic  elements  of  investment 
seems  too  uncertain  and  insecure  a  foundation  for  raising  expectations. 
Nevertheless,  to  disregard  them  is  almost  certain  to  result  in  underestimat¬ 
ing  future  investment. 

On  balance,  it  is  clearly  too  early  to  determine  the  precise  course  of  plant 
and  equipment  investment  during  the  period  under  consideration.  Much 
will  depend  on  the  dynamic  factor.  There  seems  to  be  a  good  chance 
that  the  level  of  investment  will  be  high  enough  at  that  time  to  support 
employment  and  production  at  high  levels,  if  consumer  demand  also  is  at 
high  levels.  As  the  period  between  1946  and  1950  indicates,  moderate 
variations  in  investment  need  not  have  serious  consequences,  if  compensat¬ 
ing  adjustments  within  the  economy  go  forward,  and  if  businessmen  avoid 
succumbing  to  a  fear  psychology  and  reducing  investment  excessively.  '  In 
an  important  degree,  the  outlook  for  investment  depends  upon  how  well 
businessmen  respond  to  their  long-range  prospects.  The  over-all  economic 
outlook  justifies  and  should  evoke  a  favorable  response. 

Other  private  investment.  Another  important  sector  of  the  investment 
picture  is  residential  construction.  The  recent  level  of  home  building  has 
been  high  in  comparison  with  levels  of  past  decade*;.  The  “backlog”  of 
demand,  the  temporary  acceleration  in  the  rate  of  family  formation,  the 
high  level  of  incomes,  and  government  insurance  and  loan  programs,  all 
have  contributed  to  the  high  level  of  home  building.  In  terms  of  the 
long-range  needs  of  the  Nation  and  its  capacity  for  high  and  advancing 
standards  of  living,  the  levels  of  home  building  have  not  been  abnormally 
high.  If  people  are  willing  and  able  to  spend  for  housing  at  rates  con¬ 
sistent  with  an  advancing  standard  of  living,  the  present  rate  of  con- 
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struction  would  seem  to  be  needed  and  sustainable  for  some  years  to  come, 
perhaps  indefinitely.  But  this  is  a  statement  of  the  problem,  not  its  solu¬ 
tion  ;  it  gives  no  assurance  of  the  continuation  for  years  ahead  of  the  present 
rate  of  home  building.  The  relationship  of  housing  costs  to  the  income 
structure  is  one  factor  which  may  intervene  to  prevent  the  needed  quantity 
of  housing  from  being  constructed.  The  structure  of  housing  costs  presents 
a  chronic  problem,  reflecting  the  fact  that  the  mass  market  for  housing  has 
not  been  probed  comparably  to  the  mass  market  for  food,  clothing,  or  even 
automobiles.  An  effective  attack  on  housing  costs  could  open  up  a  large 
volume  of  middle-income  demand.  Low-rent  housing  will  be  important. 

Inventory  accumulation  and  decumulation  often  have  marked  effects  on 
levels  of  business  activity.  There  is  no  prospect  that  the  production  and 
distribution  pipelines  for  civilian  goods  will  be  drained  dry  at  the  beginning 
of  the  period  under  consideration;  indeed,  it  is  to  be  expected  that  they 
will  be  well  filled,  since  goods  are  not  short  in  supply.  There  is  a  tendency 
for  inventories  to  fluctuate  between  a  minimum  at  which  normal  selling 
operations  can  be  carried  on,  and  much  higher  levels  reached  as  a  result 
of  speculative  activity.  In  view  of  the  rapid  changes  from  inventory 
accumulation  to  decumulation  and  vice  versa  which  may  take  place,  it  seems 
fruitless  to  try  to  forecast  the  precise  situation  in  particular  future  years. 

Nonsecurity  expenditures  of  government.  The  nondefense  facilities  and 
services  provided  by  Federal,  State,  and  local  governments  constitute  one 
sector  of  potential  demand  where  the  country  has  already  accumulated  a 
large  backlog  of  needs.  The  sum  of  our  urgent  needs  for  more  and  better 
schools,  hospitals,  roads,  public  recreational  facilities,  and  local  water  sup¬ 
plies,  and  for  land  and  water  conservation  and  development  works,  exceeds 
those  at  the  end  of  World  War  II.  During  most  of  the  period  before  Korea, 
all  levels  of  government  moved  slowly  in  many  of  these  areas,  because  of  the 
discouragement  of  a  tight  market  and  of  prices  which  seemed  unduly  high 
and  were  expected  to  fall.  Under  the  new  restrictions  since  Korea,  new 
unfilled  needs  have  been  accumulating  every  month. 

The  kinds  of  projects  listed  above  are  undertaken  in  response  to  basic 
needs  of  varying  degrees  of  urgency.  Some  projects  can  be  postponed 
until  a  time  when  private  construction  is  at  a  relatively  low  level.  At  such 
a  time,  the  government  constructing  the  project  is  likely  to  benefit  from 
lower  costs,  while  the  economy  in  general  benefits  from  the  offset  to  the 
decline  in  private  construction.  Other  projects  may  be  so  urgently  needed 
that  postponement  could  not  be  justified  even  to  secure  these  advantages. 
The  larger  and  more  elaborate  projects,  such  as  multiple-purpose  dams  and 
super-highways,  which  may  require  several  years  to  construct,  cannot  ordi¬ 
narily  be  “turned  on  and  ofF’  to  promote  economic  stability,  although  they 
serve  to  give  the  economy  a  continuing  undertone  of  stability.  In  the  pres¬ 
ent  instance,  moreover,  since  such  projects  for  the  most  part  have  been 
postponed  by  the  defense  effort,  many  of  them,  if  gotten  under  way  soon, 
would  result  in  substantial  outlays  shortly  after  that  effort  has  reached  its 
maximum  level. 


Available  private  policies  I 

The  basic  long-range  prospects  for  consumption,  investment,  and  non-  | 
security  government  spending,  rooted  in  factors  of  growth  and  long-term 
structural  change,  are  reasonably  reassuring.  However,  the  central  qu«. 
tion  is  whether  these  potentially  high  and  in  some  instances  expanding 
needs  for  consumption,  investment,  and  public  services  will  express  them¬ 
selves  quickly  enough  during  the  period  under  consideration,  thereby  rein-  ^ 
forcing  and  strengthening  each  other,  or  whether  the  economy  will  be 
nudged  into  a  temporary  but  sharp  and  cumulative  down-spiral.  There 
are  no  imperatives  for  such  a  down-spiral. 

The  long-run  expansibility  of  markets,  in  the  Council’s  opinion,  is  no  less 
than  it  was  between  1946  and  1950.  At  that  time,  the  unhesitating  con¬ 
fidence  in  the  continuing  expansibility  of  American  markets  which  many 
businessmen  demonstrated  in  their  investment  decisions  was  one  of  the  fac¬ 
tors  maintaining  prosjaerity.  It  may  well  be  so  again.  I'here  is  evidence 
that  many  businesses  increasingly  are  planning  their  capital  expenditures 
programs  with  a  view  to  longer  pcricxls  than  was  their  habit  before  the  war, 
and  are  giving  more  weight  to  factors  of  long-run  market  growth.  The 
more  pervasive  such  business  ]X)Hcy  is,  the  more  quickly  resources  released 
by  defense  production  will  be  transferred  in  part  to  civilian  capital  for¬ 
mation,  and  the  surer  will  it  be  that  such  confidence  in  the  economy  will  not  * 
be  misplaced. 

Viewed  in  this  longer  persjjective,  investment  opportunity  is  obviously 
linked  with  consumer  markets.  These  markets  do  not  depend  only  upon 
the  wishes  of  consumers;  they  depend  also  upon  business  policies.  Price 
adjustments,  wage  increases,  product  improvements,  and  merchandising 
efforts  can  all  be  combined  to  open  up  markets  as  productive  fxjwer  in¬ 
creases.  American  enterprise,  with  few  lapses,  has  enjoyed  more  than  a 
decade  of  sellers’  markets.  Many  firms  may  have  become  excessively  rigid  ^ 
and  cautious  in  the  art  of  market  development.  It  will  be  in  their  own 
interest  to  sharpen  their  tools  of  market  research  and  market  analysis,  to 
the  degree  needed  to  service  a  more  venturesome  merchandising  policy.  ■ 

In  summary,  the  business  system  during  the  transitional  period  can  capi¬ 
talize  upon  the  fact  that  the  enduring  factors  of  strength  which  were  present 
between  1946  and  1950  will  not  have  disappeared,  and  with  appropriate 
economic  policies  should  never  disappear.  Business  should  be  particularly 
mindful  of  the  striking  recent  population  trends  outlined  above — develop¬ 
ments  which  probably  have  not  yet  been  fully  reflected  in  private  investment 
planning. 

Available  public  policies 

Given  an  intelligent  and  confident  approach  by  businessmen,  investors, 
and  consumers  to  the  problems  of  the  period  under  consideration,  the 
prospect  is  bright  that  adjustment  policies  within  the  enterprise  system  can 
largely,  perhaps  fully,  meet  tliose  problems.  Public  policies,  however,  can 
be  helpful,  and  they  may  be  needed  since  the  prospect,  although  bright, 
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is  by  no  means  certain.  The  Council  adheres  to  its  previously  expressed 
view  that  public  policy  can  best  exert  its  stabilizing  influence  by  serving 
mainly  the  long-range  needs  of  the  economy.  At  the  same  time,  we  arc 
mindful  that  the  timing  of  public  actions  can  be  made  to  help  offset  transi¬ 
tory  fluctuations  in  the  private  sector.  Many  built-in  stabilizers,  for 
example,  are  long-range  established  progiams  which  automatically  time 
public  action  to  help  slow  down  and  reduce  declines  in  total  demand.  There 
are  also  some  positive  instruments  for  stimulating  or  generating  new  de¬ 
mand,  which  are  summarized  in  the  following  paragraphs. 

Tax  adjustments.  Probably  the  most  effective  single  method  by  which 
the  Government  could  stimulate  consumer  sjjending  and  business  invest¬ 
ment,  if  needed  during  an  adjustment  period,  would  be  well-designed  tax 
reductions.  For  example,  reductions  in  corporate  income  taxes  can  im¬ 
prove  cost-profit  ratios,  while  the  lowering  of  personal  income  and  excise 
taxes  would  energize  markets.  As  has  been  emphasized  in  the  discussion 
of  current  fiscal  policy,  it  is  premature  to  be  talking  about  reducing  taxes 
now.  This  is  an  appropriate  time,  however,  to  begin  analyzing,  as  part 
of  further  study  of  the  longer-range  outlook,  various  alternative  patterns 
of  future  tax  adjustments  and  reductions  with  a  view  to  determining  what 
pattern  would  give  the  best  balanced  stimulus  to  consumption  and  private 
investment. 

Housing  and  urban  redevelopment.  Housing  and  urban  redevelopment 
programs  are  urgently  needed,  both  as  a  means  of  providing  families  with 
suitable  housing  and  to  prevent  the  decay  of  our  great  cities.  A  realistic 
housing  and  urban  redevelopment  program,  taking  into  consideration  the 
changed  character  of  needs  in  the  period  ahead,  also  could  contribute 
much  toward  stability. 

The  Federal  Government  in  recent  years  has  added  to  its  traditional 
management  of  general  credit  policy  a  newer  but  jiervasivc  influence  on 
the  private  housing  market  as  an  insurer  of  housing  credit.  Experience 
with  the  Federal  Housing  Administration  and  the  Veterans  Administration 
mortgage  insurance  programs  in  1949  and  1950  indicates  that  liberaliza¬ 
tion  of  the  terms  of  housing  credit  can  provide  a  marked  impetus  to  pri¬ 
vate  residential  construction.  There  may  be  some  remaining  opjxutunity 
for  similar  steps,  particularly  with  respect  to  lower  downpayments  and 
lower  monthly  housing  costs,  to  be  taken  in  the  future. 

Another  action  that  could  be  taken  is  acceleration  of  both  the  slum 
clearance  and  low-rent  housing  programs.  The  latter  has  been  drasti¬ 
cally  curtailed  in  the  defense  mobilization  period.  The  construction  of 
135,000  low-rent  housing  units  a  year  (presently  impossible  because  of 
appropriations  action  by  the  Congress)  as  contemplated  by  the  Housing 
Act  of  1949  would  involve  local  construction  expenditures  of  over  1  billion 
dollars  annually  for  several  years.  Much  additional  impetus  to  invest¬ 
ment  in  private  residential,  commercial,  and  industrial  construction  and 
tn  public  works  could  be  given  through  the  program  of  slum  clearance  and 


urban  itxicNTlopincnt.  Suinc  of  the  notessarv’  planning  and  preparation 
for  programs  of  slum  clearance  and  low-rent  housing  has  already  been 
accomplished  at  both  Federal  and  Ux  al  levels.  Because  of  the  long  lead 
time  required  before  such  efforts  can  manifest  themselves  in  substantial 
new  expenditures  and  jobs,  practical  preparation  of  pmjects  as  early  a? 
possible  is  to  be  desired.  Middle-ineome  housing  needs  more  attention. 

Public  icclfare  and  development  programs.  At  all  levels  of  government, 
advance  preparations  for  public  welfare  and  development  j>rtigrams,  and 
efforts  to  develop  standards  for  the  assignment  of  priorities,  should  now  be 
going  for\vard,  primarily  because  of  the  urgent  needs  for  these  programs  in 
their  own  right,  and  secondarily  because  of  their  potential  demand-sup|x^rt- 
ing  usefulness.  Some  of  this  wTJrk  already  is  done — a  large  backlog  of 
vitally  needed  highway  construction,  for  example,  has  been  planned  in  pre- 
liminan-  phases—  but  much  more  is  called  for.  Attention  probably  should 
be  given  first  to  those  types  of  programs  which,  because  they  can  bo  got 
under  way  quickly,  can  provide  a  quick  stimulus  to  employment.  But,  as 
already  noted,  under  present  circumstances  there  also  is  an  opix»rtunity  to 
get  some  greatly  needed  longer-range  projects  into  operation  in  time  to  ha\e 
an  anti-deflationary  effect  if  planning  is  pressed  forward  now. 

The  factor  of  confidence 

The  analN-sis  thus  far  leads  the  Council  to  the  conclusion  that,  with  the 
underlying  strength  of  private  demand  in  the  economy,  with  a  reasonable 
awareness  of  that  strength  among  busincs.smen,  with  built-in  stabilizers 
which  scr\e  to  moderate  any  downturn,  with  the  public  programs  which  are 
needed  irrespective  of  current  business  conditions,  and  with  a  battcr>  of 
stimulants  available  for  intelligent  use,  if  needed,  the  problem  of  maintain¬ 
ing  a  high  level  of  production  and  employment  during  the  period  under 
consideration  should  be  entirely  manageable.  Complete  stability  of  the 
economy  is,  of  course,  impossible  to  attain.  Fluctuations  in  various  sectors 
are  inevitable,  if  for  no  other  reason  than  that  people  act  today  on  forecasts 
of  the  future  which  often  prove  to  be  erroneous,  necessitating  later  adjust¬ 
ments.  But  complete  stability  is  not  necessary  for  over-all  general  stabilin. 

The  Council  at  various  points  in  the  above  discussion  has  said  a  good 
deal  about  the  importance  of  confidence  in  future  growth.  It  is  not  casv 
to  overestimate  its  importance  as  a  necessary  condition  for  prosp)erity.  If 
the  p)eople  expoct  prospKjrity,  they  act  in  ways  which  promote  prospjcritv-; 
individually,  they  plan  and  sp>end  consistently  with  rising  production  and 
rising  markets.  If  they  expoct  depression,  they  act  in  ways  which  promote 
depression;  they  tighten  their  belts,  and  the  effects  may  cumulate  in  a 
downward  spiral  of  production  and  consumption.  Men  make  conditions. 

To  be  sure,  while  confidence  is  a  necessary  factor,  it  is  not  sufficient. 
Confidence  without  a  reasonable  basis  may  result  in  destroying  the  ven' 
prospjerity  it  produces.  For  example,  a  man  might  build  a  resort  hotel  in 
a  desert.  Building  this  hotel  would  help  produce  prosperity;  but  if  tbr 
expected  customers  then  failed  to  come,  the  resulting  financial  losses  and 
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unrealizrd  expectations  would  help  to  destroy  confidence  and  tear  down 
prosperity.  Unbounded  confidence  may  thus  result  in  mistakes  that  are 
destructive  of  prosperity.  The  Council  does  not  believe  that  the  only 
requisite  for  continued  prosperity  is  for  all  of  us  to  assure  ourselves  and 
each  other  that  “every  day  and  in  every  way,  things  are  getting  better  and 
better.”  There  must  be  a  solid  foundation  for  confidence. 

Nonetheless,  the  Council  believes  that,  assuming  peace  is  maintained, 
f  ihc  factors  necessary  for  the  development  of  sound  confidence  in  the  future 
i  of  the  economy  exist  today.  As  we  see  it,  four  of  these  factors  are  of 
3  central  iiiijxjrtancc. 

The  first  is  that  the  economy  has  before  it  great  possibilities  of  growth  and 
f  expansion.  'I'he  major  requirements  for  a  healthy  economy  are  bound  up 
3  in  its  ability  to  produce  and  in  its  ability  to  purchase  and  consume.  Both 
I  of  these  abilities  rest  upon  a  wide  array  of  factors — including  natural 
j  rrsoun'cs,  plant  and  exjuipment,  training  and  skills,  a  sound  financial  sys¬ 
tem,  broad  distribution  of  income,  incentives  to  production  and  efficiency, 
and  the  freedom  and  flexibility  of  our  institutions  both  private  and  public. 
I  The  United  States  jx)ssesscs  both  the  ability  to  produce  and  to  consume  in 
3  a  degree  which  should  make  it  unnecessary  for  any  lengthy  time  for  our 
level  of  employment  to  fall  far  below  the  number  of  those  able  and  willing 
to  work,  or  for  our  level  of  actual  production  to  fall  far  below  what  our 
plant  and  technology  are  capable  of  producing  without  strain. 

The  second  factor  which  supports  sound  confidence  lies  in  the  charac¬ 
teristic  of  our  economic  system  that,  for  the  most  part,  when  downward 
fluctuations  occur  in  any  sector,  the  forces  of  the  private  economy  will  react 
to  correct  them  if  the  total  economic  environment  is  favorable.  The  econ¬ 
omy  is  not  like  a  precariously  balanced  glass  vase  which  is  doomed  to  fall 
and  be  destroyed  at  the  least  mishap;  in  its  month-to-month  movements, 
it  u-sually  acts  like  a  well-constructed  ship  which  rights  itself  after  rolling 
from  the  impact  of  the  waves. 

The  third  factor  supporting  confidence  is  the  fact — and  the  Council 
believes  it  is  now  firmly  a  fact — that  if  downward  forces  should  at  any  time 
become  too  pronounced  for  the  private  economy  assisted  by  the  built-in 
stabilizers  to  compensate  for  them  automatically,  the  Government  has  tlie 
ability  and  the  will  to  take  those  measures  which  may  be  necessary  to  end 
and  reverse  the  downward  movement.  The  Employment  Act  of  1946  was 
an  acceptance  by  the  Government  of  this  responsibility.  We  believe  that 
this  responsibility  will  continue  to  be  accepted. 

The  fourth  factor  supporting  confidence  is  that,  since  the  near-term  out¬ 
look  is  for  high  prosjx-'rity,  we  now  have  time  in  which  to  apply  private  and 
public  policies  geared  to  the  longer-range  maintenance  of  prosperity,  which 
are  easier  to  formulate  and  easier  to  apply  than  policies  which  stand  ready 
only  with  plans  to  reverse  the  course  of  a  depression  after  it  is  well  under 
'vay.  Instead  of  merely  preparing  to  fight  a  depression,  we  primarily  should 
work  constantly  to  preserve  and  advance  prosperity.  T'his  does  not  over- 
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look  the  threat;  it  meets  the  threat  on  the  selected  ground  most  favorable  toj 
a  successful  outcome.  It  chooses  the  only  ground  upon  which,  in  view  o(  j 
world-wide  conditions,  we  can  afford  to  stand.  i 

The  Council  believes  that  it  is  safe  for  business  and  consumers  to  rest  on 
these  foundations  of  confidence,  and,  more  importantly,  to  act  accordingly,^ 
There  is  another  aspect  of  confidence,  however,  which  must  be  developed 
if  we  are  to  maintain  a  prosperous  nation.  It  is  not  sufficient  tliat  businesii 
men,  workers,  farmers,  and  public  officials  each  have  confidence  in  the 
future.  It  is  equally  important  that  they  have  confidence  in  one  another 
and  learn  better  how  to  work  together.  It  is  in  this  asp)ect  alone,  as  the 

•  Council  views  the  situation,  that  the  Nation  has  thus  far  lagged  farthest 
behind  its  best  potential.  It  is  here  that  all  should  join  in  the  effort  to  widen 
the  areas  of  economic  understanding  and  agreement,  toward  the  fulfillment 
of  basic  objectives  shared  by  every  American. 
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